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Why would
Vectren want
to lower my
energy bills?

2 Vectren

William and Mattie Miller
Vectren South

Gas and Electric Customers
Evansville, Indiana




alignment
and
conservation

Rising energy prices put everyone at risk. They put more
customers into the “cannot pay” category, cause a strain on the
economy and ultimately prevent Vectren from recovering its costs
to ensure safe, reliable service.

However, Vectren's innovative natural gas rate-making
design, often referred to as decoupling, has aligned our interests
with those of our customers, like the Millers, in lowering energy
bills. Cost recovery is no longer impacted by declining volumes.
Now, recovery of Vectrens energy delivery costs is essentially set -
allowing us to join forces with our customers in fighting the true
driver behind high gas bills: the cost of natural gas that makes up
about 70 percent of a residential customer’s biil.

Our goal is to help customers use less gas, use it wisely and
use it more efficiently. Whether it be through rebates on ENERGY
STAR® appliances, an online energy audit or simple tips such as
leaving the drapes open during the day in the winter time, we want
customers to save money in as many ways as possible.

In 2008, we plan to bring the same concept to the electric
side of the business, as we are working with Indiana regulators to
drive down electric demand through a package of education and
load control initiatives.

Ultimately, these programs are about helping customers
understand where there are opportunities to reduce their bills.

It’s about education and changing a mindset — about helping our
customers understand how they can reduce energy consumption
without sacrificing comfort and providing them the tools and
resources to live smart.

Vectren 3




Why does Vectren
own coal mines?




availability
and
value

Coal is the logical resource to generate the power needed to
meet our customers’ needs here in the Midwest. With several
billion tons of coal reserves available in southwestern Indiana, it’s hard
to overlook a reliable, low-cost energy source sitting in our backyard.

The local coal industry provides thousands of jobs, fuels
economic development and provides a domestic source of energy -
specifically for southwestern Indiana. For Vectren, coal powers most of
our generation fleet that serves more than 140,000 Hoosiers.

We value local mines serving local customers and believe
strongly in homegrown, Indiana energy. So strongly that we are in the
process of opening two more underground mines in southwestern
Indiana, which will more than double our current production. When
fully operational in 2010, the new mines will have created more than
400 new jobs and brought millions of dollars in economic growth to
Knox County and the surrounding areas. These additional jobs will
more than double Vectren’s mining workforce.

Coal will and must remain a part of Indiana’s and the nation’s
energy portfolio - especially given the growing need for electricity.
Coal-fired plants produce more than 70 percent of the electricity
generated in Indiana and the surrounding states. And with the
advancements in clean coal technologies, it's never made more sense to
tap into this abundant local energy source.

Gary Gentry
President,

Knox County Development Corp.
Vincennes, Indiana
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education and sustainability

Minimizing the environmental impact of cur power
generation fleet and energy delivery operations is
paramount. Vectren employees are Vectren customers, We live and
work in the same communities - sharing the same air, water and
natural resources with customers like Diane Igleheart.

We're proud to say Vectren's coal-fired electric generation
fieet is one of the cleanest in Indiana and among the cleanest in the
Midwest. While others have delayed implementation of emission
control equipment, we've blazed a trail for others to follow. By early
2009, Vectren’s entire electric generation fleet will be 100 percent
scrubbed for sulfur dioxide, 90 percent controlled for nitrogen oxide
and will further reduce mercury emissions to help meet potential
future mercury reduction requirements.

At the same time, Vectren is turning its sights on Indiana-
based renewable energy sources. Partnering with a Benton County,
Indiana wind farm, we will be purchasing 30 megawatts of wind power
by mid-2008. Not only will renewable energy become a part of our
generation portfolio, but also Vectren customers soon could have the
opportunity to purchase more renewable energy at a fixed monthly
charge through our Green Power program.

Now we are turning our attention to our carbon footprint.
We are early in the process of creating initiatives to minimize our
carbon output, which will focus on our energy delivery fleet and
overall energy consumption.

Diane Igleheart

Vectren Shareholder and

Life Trustee & Former Chair of the Indiana
Chapter of The Nature Conservancy
Evansville, Indiana
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Why does
Vectren give
money o
communities
instead of
lowering bills
further?

8 Vectren

Marc R. Levy
President and CEO,
United Way of the
Greater Dayton Area
Dayton, Ohio



Commitment
and
values

Many say you can judge the vitality of a
community by the financial stability of its
soclal service agencies, Vectren management
and shareholders agree, Through the Vectren
Foundation, we've donated nearly $13 million
since 2000 to hundreds of civic, education and
nonprofit organizations throughout our service
territory. And we've done so primarily at the
expense of returns to our shareholders, such as
the $5.8 million contribution to the Foundation
that was made from 2007 synfuel-related earnings
that will help the Foundation make future
contributions.

At the same time, our employees continue
to set new standards for giving — both of their time
and money. Vectren employees logged more than
21,000 hours in community service in 2007 and were
responsible for nearly $415,000 in gifts to 60 different
United Ways and their agencies throughout the
Vectren service territory, such as the one that serves
the Greater Dayton, Ohio area.

Qur primary commitment is making
sure your lights come on and that your home is
comfortable during the heating season. Yet our
duty also extends beyond pipes and wires. It’s
about advocating the interests of Indiana and Ohio
customers on a regional and national level. It's
about being a local employer and investing in our
region. And it's about delivering the financial and
human resources to create a viable social services
infrastructure. We're up to the challenge of creating a
better world in which to live.

Vectren 9
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How does Vectren
ensure reliability
in today’s
unreliable world?

Amber and Preston Van Til
Vectren North Gas Customers
Greenwood, Indiana




collaboration
and
innovation

Most people only think about Vectren once a
month. We prefer it that way. Our employees take

pride in providing safe, reliable energy that often goes
unnoticed - whether it's heating a home during a holiday
party or fueling the assembly line of a local manufacturer.

Vectren's nonutility companies align well
with our energy delivery business to offer customers
the same peace of mind. There’s a Miller Pipeline crew
replacing eight miles of aging natural gas pipeline in
Dayton, Ohio. Energy Systems Group is implementing
an energy efficiency overhaul to an elementary school
in Terre Haute, Indiana. Vectren Source is assisting
municipalities and their residents manage energy costs
in Ohio’s competitive natural gas market. And ProLiance
Energy is providing school corporations with the ability
to bundle natural gas purchases so they can reduce the
cost of one of their largest budget items.

With a focus on reliability, safety and customer
service, Vectren and our nonutility companies are
addressing the energy-related needs of our customers,
like the Van Tils, adapting to the ever-changing energy
environment and providing short and long-term solutions
to our country’s energy challenges.

Vectren 11




Tough questions are what come with
this jolb. Sometimes the answers haven’t
always been what people want to hear.

Recent changes are helping make those
ANSWErS easier to give,

Niel C. Ellerbrook -
Chairman and
Chief Executive Officer

12 Vectren




L etter To Shareholders:

Tough questions. Honest answers. From our customers to
our investors, most of our stakeholders have certain views
of energy companies — whether they are based on past
experiences, basic assumptions or simple hearsay. These
often long-standing opinions shape the way they react to
our business model. Since our inception in 2000, we've
been working diligently to break those paradigms and set

a new standard of what it means to be an energy company
in the 21st century, We want to be a customer advocate -
not just a provider of basic necessities. We want to provide
responsible environmental stewardship - not just responses
to regulatory mandates. We want to be a part of the solution
to our nation’s energy crisis — not a roadblock.

We want our stakeholders to hold us accountable, ask
questions and expect more, whether that individual

be an energy delivery customer, a shareholder or an
environmentalist. It’s our intention to continue to take on
the tough obstacles that present themselves in this ever-
evolving energy industry and to do so transparently with
the needs of our customers at the forefront. 'm proud to
say we have successfully met many of these challenges, and
more importantly, we have done so while simultaneously
meeting investor expectations.

Financial Accomplishments

This past year was by all measures a financial success as
reported 2007 net income was $143.1 million, or $1.89 per
share, compared to $108.8 million, or $1.44 per share, in
2006. Earnings from Vectren’s utilities were up sharply to
$106.5 million in 2007 from $91.4 million in 2006. Factors
that contributed to the increase were the implementation of
new base rates in both the gas and electric divisions of our
Indiana South territory, higher customer usage, and a full
year of conservation-oriented rate structures (often referred
to as decoupling) in both our Indiana and Ohio natural gas
service territories.

Vectren’s nonutility portfolio, excluding synfuel-related
results which ended in 2007, was again a significant
contributor to corporate earnings with $34.0 million
compared to $23.4 million in 2006. The increase was
primarily attributable to higher earnings from Miller
Pipeline (Miller) and the nonrecurring, unfavorable impact
of a litigation settlement involving ProLiance Energy
(ProLiance) recorded in the fourth quarter of 2006.

‘The decision to purchase the remaining 50 percent of
Miller in July 2006 and make it a wholly-owned subsidiary

certainly reaped rewards in 2007. The pipeline construction
and rehabilitation company contributed record earnings to
Vectren of $6.1 million compared to $2.3 million in 2006.
Working in collaboration with Vectren’s utilities and many
others throughout the Midwest and Southeast, Miller has
positioned itself to help its customers tackle the costly
aging infrastructure issues facing the energy, water and
wastewater industries.

ProLiance, the natural gas marketer of which Vectren

owns 61 percent, reported a contribution to Vectren’s

2007 earnings of $22.9 million, compared to $18.3 million
the prior year. The increase was primarily due to the
nonrecurring 2006 litigation settlement. Although operating
earnings were down modestly year over year due to lower
natural gas price volatility, ProLiance has continued to grow
its storage capacity and optimization opportunities. By the
end of 2008, ProLiance will have increased its firm storage
capacity to nearly 50 billion cubic feet (Bcf) from 35 Befin
2006. This increase will allow ProLiance to further grow

its earnings based on presumed continuing volatility in the
natural gas market.

Energy Systems Group (ESG) continues to prove itself as a
leader in performance-based, energy-efficiency contracting
services and renewable energy projects. The wholly-
owned subsidiary recorded increased earnings of $4.0
million, compared to $3.1 million in 2006, due primarily
to higher revenues recorded from the monetization of the
record backlog at the end of 2006. In January, the U.S.
Environmental Protection Agency (EPA) awarded ESG

a 2007 Project of the Year award for its Johnson City,
Tennessee landfill waste-to-energy project. Recent federal
legislation should continue to assist ESG’s growth in these
types of renewable energy projects.

Although Vectren's generation fleet, which is primarily coal
fired, and a number of other coal-fired systems throughout
Indiana have spurred growth for Vectren Fuels (Fuels),

2007 results for this wholly-owned coal mining subsidiary
were impacted by the effects of compliance with revised
Mine Safety and Health Administration (MSHA) mine

seal guidelines. The lost production time and higher sulfur
content from coal mined under the revised mining plan due
to the implementation of the MSHA guidelines caused Fuels’
earnings to fall to $2.0 million compared to $5.0 million in
2006. [ncreases in coal prices and process improvements are
expected to improve earnings over the next 12 months, and
the anticipated 2009 opening of the first of two new Knox
County, Indiana mines will continue to provide growth.

Vectren 13




Financial and Operating Highlights

Year ended December 31,

Inn millions, except per share amounts 2007 2006 2005
Net income $143.1 $108.8 $136.8
Net income, excluding synfuel-related results®” 140.1 114.1 125.1
Return on average common shareholders’ equity (ROE) 11.9% 9.4% 12.2%
ROE, excluding synfuel-related results® 11.6% 9.8% 11.2%
Shares outstanding at year-end 76.3 76.1 76.0
Average shares outstanding for basic earnings 75.9 75.7 75.6
Per Common Share

Basic earnings $ 1.89 $ 1.44 $ 1.81
Basic earnings, excluding synfuel-related results™! $ 1.85 $ 151 $ 1.66
Dividends paid § 1.27 $ 1.23 $ 119
Annual dividend rate at year-end $ L30 $ 126 $ 122
Book value $16.13 $15.43 $15.04
Market price at year-end $29.01 $28.28 $27.16

{1) Synfuel-related results of $3.0 million in 2007, {§5.3) million in 2006 and $11.7 million in 2005 had been primarily driven by tax credits derived from an investment
in a partncrship that produced coal-based synthetic fuel and processing fees received by Vectren Fuels from an unrelated synfuel producer. Synfucl-refated tax credits
and fees ceased at the end of 2007. In 2007 synfuel-rclated resuits were reduced by a $3.8 million, after tax, contribution to the Vectren Foundation.
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Alignment and Conservation

Customer energy efficiency programs created in
collaboration with regulators in both states exceeded
performance expectations in their first year. In Indiana,
nearly $2 million was distributed in rebates to residential
and commercial customers who chose to upgrade to
high-efficiency natural gas appliances through Vectren'’s
Conservation Connection initiative. Collectively, these
energy-efficient purchases helped 11,500 customers save
on their gas bills. Additionally, in Indiana we created a
conservation call center that was used by more than
20,000 Hoosiers who were seeking ways to further

reduce their gas bills. In Ohio, more than $3 million was
distributed through the company’s Project TEEM home
weatherization initiative, in which hundreds of lower-
income Miami Valley homeowners received free home
energy efficiency makeovers, including new high-efficiency
appliances, windows and insulation to help them break
the cycle of sustained high energy bills. In both states,
another 100,000 customers took the time to conduct online
energy audits at Vectren.com in an effort to help pinpoint
opportunities for energy savings based on their homes’ or
business’ specific characteristics.

In January we began the regulatory process on demand side
management initiatives for the electric side of the business,
and we filed more robust gas conservation initiatives in late
2007 as part of the Vectren Energy Delivery of Chio rate
case. We are continuing to align the interests of Vectren
with those of our customers as we collectively work to
reduce energy consumption.

Availability and Value

Vectren has repeatedly emphasized the need for more
electric generation and this past year proved to be a critical
decision point for us. In the third quarter, we stepped
away from the option of a partnership with Duke Energy
on its integrated gasification combined cycle (IGCC)

plant in Knox County, Indiana. Although this technology
offers a way to burn Hoosier coal while minimizing the
environmental impact and remains an endeavor Vectren
supports, the initiative proved not to be the best fit for our
generation needs. Therefore, we opted to pursue regulatory
approval for the construction of a 100-megawatt (MW)

rtatural gas peaker and anticipate an order in early fall 2008.

This project will allow us to meet the near-term needs of
our 140,000 Hoosiers with a local generating unit, while

continuing to explore other generation options, particularly
clean-coal and renewable alternatives, given the long-term
needs of our customers.

At Vectren, we continue to believe coal has a prominent
place in the generation fuel mix, especiaily given the
abundant reserves in southwestern Indiana. We are
capitalizing on the opportunities to harvest this local
resource, and plans for Fuels® two new underground
mines are materializing quickly. Towards the end of 2007,
the company received final approvals to begin mining
operations. Construction work is underway and the project,
which will be within 50 miles of eight coal-fired plants,
remains on schedule for a 2009 coal production target for
the first mine with the second mine online in 2010.

Education and Sustainability

Vectren's emphasis on coal naturally begs the question of
sound environmental responsibility. I'm confident in saying
we not only talk the talk when it comes to environmental
stewardship, but we also walk the walk, Already one of the
cleanest generation fleets in the Midwest through more
than $300 million in expenditures for emissions-control
equipment and nearly $100 million in additional upgrades
underway, our fleet will soon be 100 percent scrubbed for
sulfur dioxide (502), 90 percent controlled for nitrogen
oxide {(NOx) and will further reduce mercury emissions to
help meet potential future mercury-reduction requirernents.
We are well ahead of peers in these expenditures, which

are critical to ensuring a cleaner environment for our
communities and future generations. Furthermaore, since
2001 we have successfully utilized a mechanism created

by the Indiana General Assembly to ensure timely and
equitable cost recovery.

In the third quarter of 2007, we received regulatory
approval to incorporate a renewable energy source into
our generation portfolio. By mid-2008, we will bring on 30
MW of green power from an independently-owned Benton
County, Indiana wind farm. Additionally, the company

is seeking approval to implement a green power program,
through which customers will be able to voluntarily
purchase renewable energy at a fixed monthly charge for
their homes or businesses. Vectren has also created

a nonprofit agency the purpose of which will be

to raise money and awareness for renewable energy
projects. Together, these initiatives seek to provide our
customers with access to renewable energy while increasing

Vectren 13




customer awareness and demand for these sources in the
coming years.

Collaboration and Innovation

The need for continued rate increases will likely remain
constant given our utilities’ aging infrastructure and
Vectren’s commitment to ensuring safe, reliable service

for our 1.1 million customers. On February 13, 2008, the
TURC approved our request to increase rates in our Indiana
North territory, which will allow us better opportunities

to earn our authorized return on investment and recover
costs related to enhanced operating and maintenance
expenditures. This approval also provides for specific
recovery of gas costs relating to uncollected customer bills
and unaccounted for gas and the beginning of a program to
replace 245 miles of bare steel and cast iron pipelines.

The regulatory review process for the Ohio rate case fited in
the fourth quarter of 2007 will likely continue for most of
this year. In addition to expanded conservation programs
mentioned earlier, another key element of this case features
movement towards a straight fixed variable rate design,
which allows us to more effectively recover fixed costs that
don’t fluctuate with customer usage. Collectively working
with regulators and consumer advocates, Vectren is
developing innovative rate-making mechanisms that enable
us to earn our allowed returns, while better serving our
customers’ needs for lower bills.

Plans are also underway in Chio for Vectren to begin the
process of exiting the merchant function, which means
Vectren, in time, may no longer be the provider of the
natural gas commodity to our customers. Removing Vectren
from the process of purchasing natural gas will allow us

to focus strictly on providing safe and reliable natural gas
delivery. Our Ohio custonters should see expanded options
for purchasing natural gas that will give them further ability
to impact their energy bills. The filing has been made, and
the first phase of the exiting process should be effective as
early as this next heating season.

Commitment and Values
Before I close, I would like to congratulate Car]l Chapman
on his promotion to President and Chief Operating

Officer of Vectren effective Navember 1, 2007. Carl’s
contributions throughout his 22 years of service have

16 Vectren

greatly strengthened our business. In his new role, Carl
will be able to exert even greater leadership and influence
in helping the company achieve its strategic objectives.

Additionally, T would like to congratulate Doug Karl,

who has been Vectren’s Vice President of Marketing and
Customer Service, on his retirement effective February

29, 2008, and thank him for his 18 years of service to our
customners and us. Most recently Doug has been personally
instrumental in shaping the services and offerings of our
Conservation Connection initiative. He has served well as a
voice of the Vectren customer. We will miss his innovative
contributions going forward and send him off with our best
wishes in retirement,

As you can see, Vectren continues to make the right
strategic moves and investments to be better positioned to
attract capital and to be a better customer advocate. We
are firmly wrapping our arms around energy efliciency
and will continue to focus on providing solutions to

help our customers. Vectren will continue to address the
tough questions and find long-term solutions through
collabarative processes to meet today’s and tomorrow’s
energy needs. We must work with our customers and
regulators to dampen demand on both the gas and electric
side of the utility business. We must help customers
understand their personal role in energy consumption.

The challenges ahead are immense, but 'm confident we're
headed in the right direction. On the utility side, we've
positioned ourselves as a true industry leader in both
innovative rate design and customer alignment, while

our nonutility companies are sensible, timely businesses
that relate well to key industry needs. We're focused on
constantly improving results and adding long-term stability
at the same time. We're ready to face the tough questions
head on and continue to offer straight-forward answers that
satisfy our stakeholder needs.

N Lt

Niel C. Ellerbrook
Chairman and Chief Executive Officer
February 19, 2008




Vectren At A Glance

Vectren Corporation is a progressive energy holding company headquartered in
Evansville, Indiana. Our nonutility operations provide energy and energy-related
services to customers throughout the Midwest and Southeast and support our
core utility operations of gas and electric services. '

BUSINESSES

NATURAL GAS:

Vectren Energy Delivery'’s natural gas distribution
businesses provide natural gas service to nearly one
million customers in adjoining service territories
that cover nearly two-thirds of Indiana and west
central Ohio.

ELECTRIC:

Vectren Energy Delivery’s electric transmission and
distribution services provide electricity te more than
140,000 customers in southwestern Indiana. The five
coal-fired electric generation units and six peaking
turbines provide the capacity to meet the power needs
of our customers.

ENERGY MARKETING & SERVICES:

ProLiance Energy (ProLiance) optimizes
transportation and storage capacity and markets
natura) gas services to customers in the Midwest and
Southeast,

Vectren Source (Source) provides retail energy
and related services to customers in Ohio, Indiana,
Georgia and New York.

COAL MINING:

Vectren Fuels (Fuels) owns four southwest Indiana
coal mines. Prosperity is an underground mine that
produces approximately 3 million tons annually.
Cypress Creek is a surface mine that produces
approximately 1.3 million tons annually. Qaktown
Mines 1 & 2 are underground mines currently under
construction and will be phased into operation in 2009
and 2010.

ENERGY INFRASTRUCTURE SERVICES:
Miller Pipeline (Miller) provides underground
pipeline construction and repair services for gas,
cable, water and wastewater companies.

Energy Systems Group (ESG) provides energy-
saving performance contracting by designing facility
improvements that pay for themselves from energy
and operations savings, ESG also designs, constructs
and manages renewable energy projects.

2007 HIGHLIGHTS

«» Completed various stages of the regulatory process to
implement adjusted gas base rates in Indiana South,
Indiana Nerth and VEDO.

« All three territories will be able to further promote
customer energy efficiency programs designed to
help customers lower energy bills and implement
programs designed to support capital investment in
safety and reliability.

+ New electric base rates in Indiana South allow for
enhanced maintenance and improved customer
reliability, return on investments in demand side
management programs to help encourage energy
efficiency, and increased customer benefit from the
sale of available wholesale power.

+ Filed for regulatory approval for construction of 100
MW peaking generation unit needed to meet future
customer demands.

» ProlLiance increased firm storage capacity to 40 Bef
and continues construction of Liberty Gas Storage
(Liberty), a joint venture with Sempra Energy in the
gulf coast region of Louisiana, which is expected to
be operational in the second quarter of 2008,

» Began planning for Liberty expansion project that
should be in service in 2010 and allow for additional
returns on valuable storage investments.

» Source saw improvements in earnings due to
lower marketing costs and continued growth in its
customer base to more than 160,000 customers.

« Completed mining approval process for new
Oaktown mines and began construction of mine
entrance.

» Reduced production at Prosperity due to lost time
implementing revised Mine Safety and Health
Administration (MSHA) mine seal guidelines,

« Both Miller and ESG had record earnings due to
strong market growth in their respective sectors.

» Miller completed several large pipeline projects
including a 22-mile extension in Greensburg, Indiana
and an 8-mile replacement project in Dayton, Chio.

« ESG was awarded a 2007 Project of the Year
award by the U.S. Environmental Protection Agency
(EPA} for its landfill waste-to-energy project in
Johnson City, Tennessee.

2008 OUTLOOK

« Continue implementing programs and educating
customers to drive usage down while fully
implementing decoupling mechanisms to allow
better opportunities to earn anthorized returns.

« Received regulatory approval to adjust gas
base rates in Indiana North and implemented in
February 2008.

» Anticipate implementing new Ohio gas base rates in fall.

» Working with various parties to develop an electric
decoupling mechanism that will allow Vectren to help
customers reduce their energy bills while providing
Vectren with opportunities to earn its allowed return.

« Once approved, construction will begin on gas
peaking unit in order to meet need for additional
generation by as early as 2010.

» Continuing construction of Warrick Unit 4
scrubber, which when completed in early 2009
will make our fleet 100 percent scrubbed for SO,.

« ProLiance expects to increase firm gas storage
capacity to nearly 50 Bef by 2008/09 heating season
and will be well positioned to take advantage of the
presumed return of market volatility,

+ ProLiance is seeking FERC approval for Liberty
expansion project anticipating approval in late 2008.

« ProLiance expects continued growth through
storage expansion and optimization.

« Source anticipates continued growth in its
residential and small commercial customer base by
expanding penetration in newly entered territories
and new customer outreach initiatives.

« Coal price increases and process improvements to
increase overall productivity will increase earnings
in 2008 and beyond.

« Fuels anticipates construction to continue on the
new mines into 2009 and 2010.

« Will begin preparing for the closing and final
reclamation of Cypress Creck after depletion of
reserves in 2009,

« Increases in utility construction projects due to
aging infrastructure will fuel Miller’s growth.

- The new Energy Independence and Security Act will
expand the production of renewable fuels and focus
on conservation driving ESG’s future growth.
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Condensed Consolidated Statements of Income

In miilions, except per share amounts Year ended December 31, 2007 2006 2005
Operating revenues
Gas utility $1,269.4 $1,232.5 $1,359.7
Electric utility 487.9 4222 421.4
Nonutility revenues 524.6 386.9 246.9
Total operating revenues 2,281.9 2,041.6 2,028.0
L}
Operating expenses
Cost of gas sold ' 847.2 841.5 973.3
Cost of fuel and purchased power 174.8 1515 144.1
Cost of nonutility revenues 287.7 248.7 191.0
Other operating 456.9 341.8 282.2
Depreciation and amortization 184.8 172.3 158.2
Taxes other than income taxes 70.0 65.3 66.1
Total operating expenses 2,021.4 1,821.1 1.814.9
Operating income 260.5 2205 213.1
Other income
Equity in earnings of unconsolidated affiliates 229 17.0 45.6
Other - net 36.8 {2.7) 6.2
Total other income 59.7 14.3 51.8
Interest expense 101.0 95.6 83.9
Income before income taxes 219.2 139.2 181.0
Income taxes 76.0 30.3 44.1
Minority interest and preferred dividend requirement of subsidiaries 0.1 0.1 0.1
Net income $ 143.1 $ 1088 $ 1368
Average common shares outstanding 75.9 75.7 75.6
Diluted common shares outstanding 76.6 76.2 76.1
Earnings per share of common stock
Basic 5 1.89 5 144 § 181
Diluted $ 1.87 $ 143 § 180

The Company’s consolidated financial statements, including footnotes, are included in Appendix H to the Company’s 2008 proxy statement.

18 Vectren




Condensed Consolidated Balance Sheets

In millions At December 31, 2007 2006
Assets
Current Assets
Cash and cash equivalents $§ 206 $ 328
Accounts receivable - less reserves of $3.7 and $3.3, respectively 189.4 198.6
Accrued unbilled revenues 168.2 146.5
Inventories 160.9 163.5
Prepayments and other current assets 160.5 174.5
Total current assets 699.6 715.9
Utility Plant
Original cost 4,062.9 3,820.2
Less: accumulated depreciation and amortization 1,523.2 1,434.7
Net utility plant 2,539.7 2,385.5
Investments in unconsolidated affiliates 208.8 181.0
Other investments 77.0 74.5
Nonutility property — net 3203 2944
Goodwill - net 238.0 2378
Regulatory assets 175.3 163.5
Other assets 37.7 3%.0
Total assets $ 4,296.4 $ 4,091.6
Liabilities and Shareholders’ Equity
Current Liabilities
Accounts payable $ 1874 $ 1800
Accounts payable to affiliated companies 83.7 89.9
Refundable fuel and natural gas costs 27.2 35.3
Accrued liabilities 171.8 147.2
Short-term borrowings 557.0 464.8
Current maturities of long-term debt 0.3 242
Long-term debt subject to tender - 20.0
Total current liabilities 1,027.4 9614
Long-term debt - net of current maturities and debt subject to tender 1,245.4 1,208.0
Deferred income taxes and other liabilities
Deferred income taxes 318.1 260.7
Regulatory liabilities 307.2 291.1
Deferred credits and other liabilities 164.2 195.8
Total deferred credits and other liabilities 789.5 747.6
Minority interest in subsidiary 0.4 0.4
Common shareholders” equity
Common stock (no par value) - issued and outstanding
76.3 and 76.1 shares, respectively 532.7 525.5
Retained earnings 688.5 643.6
Accumulated other comprehensive income 12.5 5.1
Total common shareholders’ equity 1,233.7 1,174.2
Total liabilities and shareholders’ equity $ 4,296.4 $§ 4,091.6

The Company’s consolidated financial statements, including footnotes, are included in Appendix H to the Company’s 2008 proxy statement.
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Condensed Consolidated Statements of Cash Flows

In millions Year ended December 31, 2007 2006 2005
Cash Flows From Operating Activities
Net income $ 143.1 $ 108.8 $ 136.8
Adjustments to reconcile net income to cash from operating activities:
Depreciation and amortization 184.8 172.3 158.2
Deferred income taxes and investment tax credits 27.0 1.4 (8.6)
Equity in earnings of unconsolidated affiliates (22.9) (17.0) (45.6}
Provision for uncollectible accounts 16.6 15.3 15.1
Expense portion of pension and postretirement benefit cost 9.8 10.7 10.7
Other non-cash charges - net 4.8 11.4 1.9
Changes in working capital accounts:
Accounts receivable and accrued unbilled revenue (29.1) 108.9 (102.9)
Inventories 2.6 (17.6} (71.9)
Recoverable/refundable fuel and natural gas costs (6.3) 41.3 35
Prepayments and other current assets (3.7) {21.2) 36.1
Accounts payable, including to affiliated companies 4.9 {71.6) 101.2
Accrued liabilities 4.6 (23.2) 27.4
Unconsolidated afhliate dividends 20.8 35.8 18.8
Changes in noncurrent assets (21.4) {25.8) (6.9)
Changes in noncurrent liabilities (37.5) {19.3) (5.4)
Net cash flows from operating activities 298.1 310.2 268.4
Cash Flows From Financing Activities
Proceeds from:
Long-term debt 16.4 92.8 2742
Stock option exercises 52 - -
Requirements for:
Dividends on common stock (96.4) (93.1) (90.5)
Retirement of long-term debt (23.9) (124.4) (88.5)
Other financing activities (0.8) (0.6) (0.7}
Net change in short-term borrowings 92.2 164.9 (112.5)
Net cash flows from financing activities (7.3) 39.6 (18.0)
Cash Flows From Investing Activities
Proceeds from:
Unconsolidated affiliate distributions 12.7 2.0 6.9
Other collections 38.0 34 43
Requirements for:
Capital expenditures, excluding AFUDC equity (334.5) (281.4) (231.6)
Unconsolidated affiliate investments {17.5) (16.7) (19.2}
Other investments (1.7} (44.7) -
Net cash flows from investing activities (303.0} (337.4) (239.6)
Net change in cash and cash equivalents (12.2) 124 10.8
Cash and cash equivalents at beginning of period 32.8 204 9.6
Cash and cash equivalents at end of period $ 20,6 $ 328 $ 204

The Company'’s consolidated financial statements, including footnotes, are included in Appendix H to the Company’s 2008 proxy statement.
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Management’s and Auditor’s Report

Management’s Responsibility for Financial Statements
Vectren Corporation’s management is responsible for establishing
and maintaining adequate internal control over financial reporting.
Those control procedures underlie the preparation of the condensed
consolidated balance sheets, statements of income, statements of cash
flows and other financial data contained in this report.

The financial data herein is derived from the Company’s consolidated
financial statements. Those financial statements, included in Appendix H
to the 2008 Proxy Statement and filed with the Securities and Exchange
Commission on Form-10K on February 20, 2008, were prepared

in conformity with accounting principles generally accepted in the
United States and follow accounting policies and principles applicable

to regulated public utilities. The integrity and objectivity of those
consolidated financial statements as well as the data in this report,
including required estimates and judgments, are the responsibility of
management.

The financial data herein is also subject to an evaluation of internal
control over financial reporting conducted under the supervision of and
with the participation of management, including the chief executive
officer and chief financial officer. Based on that evaluation, conducted
under the framework in fnternal Control - Integrated Framework issued
by The Committee of Sponsoring Organizations of the Treadway
Commission, the Company concluded that its internal control over
financtal reporting was effective as of December 31, 2007. Management
certified this fact in its Sarbanes Oxley Section 302 certifications, which
were attached as exhibits to its 2007 Form 10-K. Management also has
submitted an unqualified chief executive officer certification as required
by the New York Stock Exchange.

The consolidated financial statements and the effectiveness of internal

control over financial reporting as of December 31, 2007, were audited by

Deloitte & Touche LLP, an independent registered public accounting firm.

Its reports, which expressed unqualified opinions, also are included in
Appendix H to the 2008 Proxy Statement.

A ot

Niel C. Ellerbrook
Chairman and Chiel Executive Officer

e # Zud VA

Jerome A. Benkert, Jr.
Executive Vice President and Chief Financial Officer
February 19, 2008

Report of Independent Registered Public Accounting Firm
To the Board of Directors and Shareholders of Vectren Corporation

We have audited the consolidated balance sheets of Vectren Corporation
and subsidiaries (the “Company”) as of Diecember 31, 2007 and 2006,
and the related consolidated statements of income, common
shareholders’ equity and cash flows for each of the three years in the
period ended December 31, 2007, We also have audited the effectiveness
of the Company’s internal control over financial reporting as of
December 31, 2007, Such consolidated financial statements,
management’s assessment of the effectiveness of the Company’s internal
control over financial reporting, and our reports dated February 19,
2008, expressing unqualified opinions and including an explanatory
paragraph referring 1o the adoption of FASB Statement No. 158 (which
are not included herein) are included in Appendix H to the proxy
statement for the 2008 annual meeting of shareholders. The
accomparying condensed consolidated financial statements are the
responsibility of the Company’s management. Our responsibility is to
express an opinion on such condensed consolidated financial statements

in relation to the complete consolidated financial statements.

In our opinion, the information set forth in the accompanying condensed
consolidated balance sheets as of December 31, 2007 and 2006, and the
related condensed consolidated statements of income and of cash flows
for each of the three years in the period ended December 31, 2007, is
fairly stated in all material respects in relation to the basic consolidated
financial statements from which it has been derived.

)M + ~lavehe cop

DELOITTE & TOUCHE LLP
Indianapolis, Indiana
February 19, 2008
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Board of Directors
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Standing: John M. Dunn, J. Timethy McGinley, Richard W. Shymanski, Robert L. Koch II, R. Daniel Sadlier, Niel C. Ellerbrook, Richard P, Rechter,
William G. Mays, Michael L. Smith, Martin C, Jischke. Sitting: John D. Engelbrecht, Jean L. Wojtowicz, Anton H. George.

John M, Dunn 1.4

Director since 1996
Chairman of the Board and
Chitf Executive Officer of
Dusn Hospitality Group, Lid.

Niel C. Ellerbrook 5(chair)
Director since 1991
Chairman of the Board and
Chief Executive Officer of
Vectren Corporation

John D. Engelbrecht 2,5
Director since 1996
Chairman of the Board and
President of South Central
Communications Corporation
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Anton H. George 1.3
Director since 1990

President and Chief Executive
Officer of Indianapolis Motor
Speedway Corporation

President and Chief Executive
Officer of Hulman & Company

Dr. Martin C. Jischke 3,4
Director since 2007
President Emeritus,

Purdue University

Robert L. Koch Il 1(Chair),5
Director since 1986

Lead Director since 2003
President and

Chief Executive Officer of
Koch Enterprises, Inc.

William G. Mays 1,4(Chair)
Director since 1998

President, Chief Executive Officer
and founder of Mays Chemical
Company, Inc.

J. Timothy McGinley 1,5
Director since 1999
Principal of House
Investments, Inc.

Richard P. Rechter 2,4
Director since 1984
Chairman of the Board
of Ragers Group, Inc.

R. Daniel Sadlier 4,5
Director since 2003

Chairman of the Board of Fifth
Third Bank (Western Ohio)

Richard W. Shymanski 2(Chair),3
Director since 1989

Chairman of the Board, President
and Chief Executive Officer

of Fendrich Industries, Inc.

Michael L. Smith 2,3
Dvirector since 2006

Retired Executive Vice President
and Chief Financial Officer of
Wellpoint, Inc.

Jean L. Wojtowicz 2,3(Chair)
Director since 1996

President and founder

of Cambridge Capital
Management Corporation

Board Cammittees

I Nominating and Governance
2 Audiz and Risk Management
3 Compensation and Benefits
4 Corporate Affairs

5 Finance




Vectren Senior Staff:
Left to right - Ellis $. Redd, Jeffrey W. Whiteside, William S, Doty, Carl L. Chapman, Niel C. Ellerbrock. Jerome A. Benkert, Jr., and Ronald E. Christian

Executive Officers

Niel C. Ellerbrook
Chairman and
Chief Executive Officer

Carl L. Chapman!
President and
Chief Operating Officer

Jerome A. Benkert, Jr.
Executive Vice President
and Chief Financial Officer

Ronald E. Christian
Executive Vice President,
Chief Administrative Officer,

General Counsel and Secretary

William S, Doty
Executive Vice President,
Utility Operations

Corporate Officers

Daniel C. Bugher
Vice President,
Information Technology

Robert i.. Goocher
Vice President and Treasurer

M. Susan Hardwick
Vice President and Controller

Ellis 5. Redd

Vice President, Human Resources

Steven M. Schein
Vice President,
Investor Relations

Jeffrey W. Whiteside?
Vice President, External Affairs
and Sustainability

Other Officers

Daniel G. Berry3
President, Vectren Energy
Delivery of Ohio

John M. Bohls
President,
Vectren Enterprises

Robert E. Heidorn
Vice President, VUHI -
General Counsel

Ronald G. Jochum
Vice President, VUHI -
Power Supply

Douglas A, Karl*
Vice President, VUHI -
Marketing and
Customer Service

L. Douglas Petitt?
Vice President, VUHI -
Marketing and Conservation

Eric J. Schach
Vice President, VUHI -
Energy Delivery

Jerrold L. Ulrey
Vice President, VUHI -
Regulatory Affairs and Fuels

1 Named President effective November 1, 2007
2 Effective March 3, 2608

3 Named August 13, 2007

4 Retived as of February 29, 2008

VUHI - Vectren Utility Holdings, Inc.
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5-Year Financial Review

In millions, except per share amounts 2007 2006 2005 2004 2003
Key Financial Data
Operating revenues $2,281.9 $2,041.6 $2,028.0 $1,689.8 $1,587.7
Operating income 260.5 220.5 213.1 199.5 196.0
Income before income taxes 219.2 1392 181.0 147.0 149.0
Net income $ 143.1 $ 1088 $ 136.8 $ 1079 $ 111.2
Common Stock Data
Average shares outstanding - basic 75.9 75.7 75.6 75.6 70.6
Average shares outstanding - diluted 76.6 76.2 76.1 759 70.8
Earnings per share - basic $ 189 $ 144 § 131 $ 143 $ 158
Earnings per share - diluted 5 187 $ 143 1.80 1.42 $ 157
Dividends per share $ 127 $ 123 1.19 $ 115 $ 111
Dividend payout ratic 67% 85% 66% 80% 70%
Book value per share $ 1613 $ 1543 $ 1504 $ 14.42 $ 147
Market price (year-end, closing) $ 29.01 $ 2828 $ 27.16 $ 2680 $ 2465
Return on average shareholders’ equity 11.9% 9.4% 12.2% 10.0% 11.5%
Balance Sheet Data
Capitalization
Common shareholders’ equity $1,233.7 3$1,174.2 $1,1433 $1,094.8 $1,071.7
Preferred stock of subsidiary - - - 0.1 0.2
Long-term debt 1,245.7 1,252.2 1,252.1 1,065.1 1,161.3
Total $2,479.4 $2,426.4 $2,395.4 $ 2,160.0 $2,173.2
Capitalization ratios
Common shareholders’ equity 49.8% 48.4% 47.7% 50.7% 49.3%
Long-term debt 50.2% 51.6% 52.3% 49.3% 50.7%
Capital expenditures
Utility and other $ 2998 $ 246.6 $ 2145 § 2422 § 2203
Nenutility 3.7 34.8 17.1 10.3 13.2
Total $ 3345 $ 2814 $ 2316 $ 2525 $ 2335
Total assets $4,296.4 $4,091.6 $ 3,868.1 $ 3,586.9 $3,3534
Utility Operating Statistics
Gas distribution
Operating revenues $1,269.4 $1,232.5 $1,359.7 $1,1262 $1,112.3
Margin $ 422.2 § 3910 $ 3864 $ 3477 $ 3498
Average Customers (in thousands) 987 981 975 966 957
Electric
Operating revenues $ 4879 $ 4222 § 4214 $ 3713 $ 3357
Margin § 3131 $ 2707 $§ 2773 $§ 2545 $ 2330
Average Customers (in thousands) 141 140 139 138 135
Weather as a percent of normal
Heating degree days* 94% 89% 100% 91% 100%
Cooling degree days 133% 95% 109% 90% 80%

* Weather normalization applies to natural gas raies in Indiana beginning October 2005.
Heating degree days as a percent of normal for 2007, 2006 and 2005 represent Ohio; for 2004 and 2003 they represent Indiana.
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VECTREN CORPORATION AR 7 8 g
One Vectren Square ' W,
211 N.W. Riverside Drive “Shingg,
Evansville, Indiana 47708-1251 N ﬂ@ﬂ n, O¢

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD MAY 14, 2008
TO THE SHAREHOLDERS OF VECTREN CORPORATION:

You are invited to attend our annual meeting of shareholders on Wednesday, May 14, 2008, at 10:00 a.m.
(Central Daylight Time). The meeting will be held at our corporate offices located at One Vectren Square, 211
N.W. Riverside Drive, Evansville, Indiana. The items of business are:

1. The reelection of all directors;

2. The ratification of the appointment of Deloitte & Touche LLP as the independent registered public
accounting firm for Vectren and its subsidiaries for 2008; and

3. The consideration of any other business that is properly brought before the meeting or any adjournment
of the meeting.

Shareholders of record at the close of business on March 12, 2008 are entitled to vote at the meeting and any
postponement or adjournment of the meeting. You may vote by returning the enclosed proxy in the
accompanying self-addressed envelope or by telephone at [-888-693-8683 or on the Internet at
www.cesvote.com. If your shares are held by your bank or broker, please review the voting options provided on
your voter instruction form and act accordingly. You may also vote in person at the Annual Meeting. You can
revoke your proxy at any time before it is exercised. Your vote is important and we hope you will vote your
shares promptly,

By order of the Board of Directors,
VECTREN CORPORATION

2 C Clg—

By RONALD E. CHRISTIAN

Executive Vice President, Chief Administrative
Officer, General Counsel,
and Corporate Secretary

Evansville, Indiana
March 19, 2008
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Vectren Corporation
One Vectren Square
211 N.W. Riverside Drive
: Evansville, IN 47708-1251

Parking for shareholders will be provided in the parking lot adjacent to Vectren Corporation at One Vectren
Square, 211 N.W. Riverside Drive, Evansville, Indiana. Vectren Corporation is located between Vine and Court

Streets off Riverside Drive in Evansville.

Your Vote Is Important

Please read the Proxy Statement and sign, date and mail the proxy in the prepaid envelope without
delay, whether or not you plan to attend the meeting. You may revoke your proxy prior to or at the
meeting and vote in person if you wish. If your shares are held by a broker, bank or nominee, it is
important that they receive your voting instructions.

Important Notice Regarding the Availability of Proxy Materials for the 2008
Annual Meeting of Shareholders to be Held on
May 14, 2008

The Company’s Proxy Statement for the 2008 Annual Meeting of Shareholders and the Company’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2007 are available at www.vectren.com.
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COMMUNICATIONS TO NON-EMPLOYEE DIRECTORS

In February 2003, the Nominating and Corporate Governance committee (“Governance committee”) of the
Board of Directors created a new position of Lead director, whose primary responsibilities, including serving as
chair of executive sessions of the non-employee directors, are set forth in the Corporate Governance Guidelines
attached as Appendix A. The guidelines are also posted on the Company’s website at www.vectren.com. Those
guidelines provide that the Chair of the Governance commlttee is to serve as the Lead director. In 2008, the Chair
of the Governance committee is Robert L. Koch II.

The Audit and Risk Management committee (“Audit commiftee™) is responsible for, among other things,
establishing, reviewing and updating a Code of Ethical Conduct and ensuring that manageﬁlent has established a
system to enforce this code. That code is attached as Appendix G and also is posted on the Company’s website at
www.vectren.com. The committee also ensures that the Company implements and follows necessary and
appropriate financial reporting processes. In 2008, the Chair of {he Audit committee is Richard W. Shymanskl

Shareholders and other parties interested in communicating directly with the Lead director, Chair of the
Audit committee or with the non- employee directors as a group may do so by writing to:

Lead Director, Chair, Audit Committee, or Non-Employee Directors
Vectren Corporation

P. 0. Box 3144

Evansville, IN 47731-3144

ACCESS TO INFORMATION

The Company makes available copies of its Corporate Code of Conduct (which is applicable to all of its
employees, including the principal executive officer, the principal financial officer and the principal accounting
officer, as well as the non-employee members of the Board of Directors), its Corporate Governance Guidelines
and all committee charters, free of charge through its website at www.vectren.com, or by request, directed to
Investor Relations at the mailing address, phone number or email address that follow:

Mailing Address: Phone Number: Investor Relations Contact:
P.O. Box 209 (812) 491-4000 Steven M. Schein
Evansville, Indiana 47702-0209 Vice President, Investor Relations

vvcir@vectren.com




VECTREN CORPORATION
One Vectren Square
211 N.W. Riverside Drive
Evansville, Indiana 47708-1251
(812) 491-4000

PROXY STATEMENT

The following information is furnished in connection with the solicitation of the enclosed proxy by and on
behalf of the Board of Directors of the Company. The proxy will be used at the annual meeting of shareholders to
be held at the corporate offices of Vectren Corporation, One Vectren Square, 211 N.W. Riverside Drive,
Evansville, Indiana, on Wednesday, May 14, 2008, at 10:00 am. (Central Daylight Time), and at any
adjournment of the meeting for the matters to be acted upon under its authority. The proxy and this proxy
statement were first mailed to the shareholders on or about March 19, 2008.

SOLICITATIONS OF PROXIES

The management solicits your proxy for use at the annual meeting of the Company. Shares held in your
name and represented by your proxy will be voted as you instruct if your proxy is duly executed and returned
prior to the meeting. Shares represented by proxies that are returned signed but without instructions for voting
will be voted as recommended by management. Shares represented by proxies that are returned unsigned or
improperly marked will be treated as abstentions for voting purposes. You may revoke your proxy at any time
before it is exercised by written notice to the Secretary of the Company received prior to the time of the meeting,
or in person at the meeting. :

If you are a participant in the Company’s Automatic Dividend Reinvestment and Stock Purchase Plan, your
proxy card will represent the number of shares registered in your name and the number of shares credited to your
plan account. For those shares held in the plan, your proxy card will serve as direction to the Plan Administrator
as to how your account is to be voted.

If your shares are held in a brokerage account, you will receive a Voting Instruction Form from your broker
asking how you want your shares to be voted. If you give instructions on the form, your shares must be voted as
you direct. If you do not give instructions, one of two things can happen depending on the type of proposal. For
some proposals, such as the election of directors and the reappointment of our independent registered public
accounting firm, the broker may vote your shares at its discretion. But for other proposals, the broker may not
vote your shares at all. When that happens, it is called a “broker non-vote.” At this meeting, the only known
items of business are of a type for which the broker may vote your shares at its discretion.

PURPOSES OF MEETING

As of this date, the only known business to be presented at the 2008 annual meeting of shareholders is
(1) the reclection of all of the directors of the Company to serve for a term of one year or until their successors
are duly qualified and elected, and (2) the ratification of the reappointment of Deloitte & Touche LLP as the
independent registered public accounting firm for the Company and its subsidiaries for 2008. However, the
enclosed proxy authorizes the proxy holders to vote on all other matters that may properly come before the
meeting, and it is the intention of the proxy holders to take any such action utilizing their best judgment. Only
shares held by those present at the meeting or for which proxies are returned will be considered to be represented
at the meeting. For the purpose of determining a quorum, shares represented at the meeting are counted without
regard to abstentions or broker non-votes as to any particular item.
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VOTING SECURITIES

As of March 12, 2008, the Company had one class of capital stock outstanding, consisting of 76,359,638
shares of common stock without par value. The holders of the outstanding shares of common stock are entitled to
one vote for each share held of record on each matter presented to a vote of the shareholders at the meeting.
However, unless the holder personally appears at the meeting, shares for which no proxy is returned (whether
registered in the name of the actual holder thereof or in nominee or street name) will not be voted. Only
shareholders of record at the close of business on March 12, 2008 will be entitled to vote at the meeting or at any
adjournment of the meeting.

. ITEM 1. ELECTION OF DIRECTORS

In September of 2006, the Board approved an amendment to our Code of By-Laws (“By-Laws”) to
eliminate our classified Board. Our Board currently consists of one class of 13 directors. The Board recommends
that the nominees listed below, all of whom are currently serving as directors, be reelected to a new one-year
term. All nominees have consented to serve if elected. Each director will serve until the next annual meeting or
until he or she is succeeded by another qualified director.

The Board of Directors intends that the enclosed proxy will be voted by the proxy holders in favor of the
election of the nominees named below for the office of director of the Company to hold office for a term of one
year or until their respective successors are duly qualified and elected. Directors are elected by a plurality of the
votes cast. Plurality means that the individuals who receive the largest number of votes cast are elected up to the
maximum number of directors to be chosen at the meeting. Abstentions, broker non-votes, and instructions on
the accompanying proxy card to withhold authority to vote for one or more of the nominees might result in some
nominees receiving fewer votes. However, the number of votes otherwise received by the nominee will not be
reduced by such action. If, however, any situation should arise under which any nominee is unable to serve, the
proxy holders may exercise the authority granted in the enclosed proxy for the purpose of voting for a substitute
nominee, . '

The Board has adopted a policy providing for a majority vote standard for uncontested elections. Any
nominee for director in an uncontested election who receives a greater number of votes “withheld” from his or
her election than votes “for” his or her election (a “majority withheld vote”) shall tender his or her resignation
to the Chair of the Nominating and Corporate Governance committee (“Governance committee”) promptly
following certification of the shareholder vote. The Governance committee will promptly consider the tendered
resignation and recommend to the Board whether to accept or reject it. In determining whether to recommend
acceptance or rejection of the tendered resignation, the Governance committee will consider all factors it deems
relevant including, without limitation, the stated reasons. why shareholders “withheld” votes from the director,
the director’s length of service and qualifications, the director’s contributions to the Company, and the
Company’s Corporate Governance Guidelines.

The Board will act on the Governance committee’s recommendation no later than 90 days following the
date of the shareholders’ meeting at which the election occurred. In deciding whether to accept the tendered
resignation, the Board will consider the factors considered by the Governance commiitee and any additional
information and factors the Board believes to be relevant. Promptly following the Board’s decision, the Company
will disclose that decision (and provide a full explanation of the process by which the decision was reached) in a
Form 8-K filed with the Securities and Exchange Commission (“SEC”).

If the Board decides to accept the director’s resignation, the Governance committee will recommend to the
Board whether to fill the resulting vacancy or to reduce the size of the Board. i




Any director who tenders his or her resignation pursuant to this policy will not participate in the Governance
committee recommendation or the Board consideration whether to accept or reject the resignation. If a majority
of the members of the Governance commitlee receive a majority withhold vote at the same election, then the
independent directors who did not receive a majority withhold vote will appoint a Board committee consisting
only of such independent directors solely for the purpose of considering the tendered resignations and wil
recommend to the Board whether to accept or reject them.

Director Biographies

Certain information concerning the nominees and the other directors of the Company is set forth below and
under the caption “Meetings and Committees of the Board of Directors.” If not otherwise indicated, the principal
occupation listed for any individual has been the same for at least five years,

John M. Dunn, age 70, has been a director of SIGCORP, Inc., (“SIGCORP™), a predecessor of the
Company, or the Company since 1996. Mr. Dunn is Chair and Chief Executive Officer of Dunn Hospitality
Group, Ltd. and Dunn Hospitality Group Manager, Inc., a hotel development and management company. He is
also a director of Old National Bank of Evansville, Indiana.

Niel C. Ellerbrook, age 59, has been a director of Indiana Gas Company, Inc. ("Indiana Gas”), Indiana
Energy, Inc. (“Indiana Energy”), Southern Indiana Gas and Electric Company (“SIGECO”), Vectren Utility
Hotdings, Inc. (“VUHI"), or the Company since 1991. Mr. Ellerbrook is Chair of the Board and Chief Executive
Officer (CEO) of the Company. He has served as Chair and CEO since March 2000, when SIGCORP and
Indiana Energy merged to create the Company, and additionally, as President from May 2003 until November
2007. Prior to that time and since June 1999, Mr. Ellerbrook served as President and Chief Executive Officer of
Indiana Energy. Mr. Ellerbrook is the Chair, Chief Executive Officer and a director of VUHI. Mr. Ellerbrook is
also the Chair and a director of Vectren Capital Corp. and Vectren Enterprises, Inc. (“Vectren Enterprises™) and
President, Chair and a director of Vectren Foundation, Inc. (*Vectren Foundation™). He is also a director of Old
National Bancorp. He also serves as on the Board of Trustees of the University of Evansville; and is currently the
Board of Trustees Vice Chair and Treasurer.

John D. Engelbrecht, age 56, has been a director of SIGCORP or the Company since 1996.
Mr. Engelbrecht is Chair and President of South Central Communications Corp., owner and operator of radio and
television stations in Indiana, Kentucky and Tennessee, and MUZAK franchises in 10 U.S. cities. He is also a
director of Deaconess Healthcare Systems, Inc. and a trustee of the Evansville Museum.

Anton H. George, age 48, has been a director of Indiana Energy or the Company since 1990. Mr. George is
President and Chief Executive Officer of Indianapolis Motor Speedway Corporation, and Chief Executive
Officer of Indy Racing League, LLC, auto racing companies. Mr. George is also President and Chief Executive
Officer of Hulman & Company and also Clabber Girl Corporation, a manufacturer and distributor of baking
powder, and President of Terre Haute Realty Corporation, a real estate company. He is a director of First
Financial Corporation. :

Martin C. Jischke, age 66, was elected to the Board of Directors effective February 1, 2007. Dr. Jischke is
the President Emeritus of Purdue University, an institution of higher education. He is a director of Duke Realty
Corporation and director and Chair of the board of directors of Wabash National Corporation. He is a trustee of
the Illinois Institute of Technology. )

Robert L. Koch II, age 69, has been a director of SIGECO, SIGCORP, or the Company since 1986. As
Chair of the Nominating and Corporate Governance Commitiee of the Company’s Board, Mr. Koch is also the
Lead director among the non-employee Board members. Mr, Koch is President and Chief Executive Officer of
Koch Enterprises, Inc., a holding company comprised of worldwide subsidiaries that produce aluminum die
castings, industrial painting systems, structural adhesives, recycled non-ferrous metals, and distribute heating and
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air conditioning equipment and hydraulic and pneumatic equipment and install building security systems.
Mr. Koch is also a director of Fifth Third Bancorp and serves on the Board of Trustees of the University of
Evansville.

William G. Mays, age 62, has been a director of Indiana Energy or the Company since 1998. Mr. Mays is
President and Chief Executive Officer and founder of Mays Chemical Company, Inc., an Indianapolis, Indiana
based chemical distribution company. Mr. Mays is also a director of WellPoint, Inc.

J. Timothy McGinley, age 67, has been a director of Indiana Energy or the Company since January 1999.
Mr. McGinley is a principal of House Investments, Inc., a real estate investment company. He is also a director
of Waterfield L.L.C., and he is the Chair of the Board of Trustees of Purdue University.

Richard P. Rechter, age 68, has been a director of Indiana Gas, Indiana Energy or the Company since
1984. Mr. Rechter is Chair of Rogers Group, Inc., a company providing crushed stone, sand and gravel, asphalt,
highway construction, concrete masonry and construction materials recycling.

R. Daniel Sadlier, dgc 61, was elected to the Board of Directors of the Company in 2003. Mr. Sadlier is
Chair of the Board of Directors of Fifth Third Bank (Western Ohio). He is also the Chair of the Board of
Directors of Premier Health Care Services, Inc.

Richard W. Shymanski, age 71, has been a director of SIGECO, SIGCORP, or the Company since 1989,
He is Chair, President and.Chief Executive Officer of Fendrich Industries, Inc., a holding company comprised of
divisions that manufacture and import bandanas and other advertising specialty products; dyes and finished yarns
for the textile industry; prints on lightweight woven goods and precut fabric, and engages in quilting products
design and manufacturing. He is also the retired Chair and Chief Executive Officer of Harding, Shymanski &
Co., P.S.C,, Certified Public Accountants and consultants, in Evansville, Indiana. He also serves on the Board of
Trustees of the University of Evansville.

Michael L. Smith, age 59, was elected to the Board of Directors of the Company effective March 1, 2006.
In addition to the Company, Mr. Smith serves on the following other public company boards of directors: Kite
Realty Group, Inc., H.H. Gregg, Inc., Emergency Medical Services Corporation, Inc., Calumet Specialty
Products LP and InterMune, Inc. He also serves on the Board of Trustees of DePauw University. Pursuant to the
revised Corporate Governance Guidelines and By-Laws described in the Report of the Nominating and Corporate
Governance Committee described on pages 11 to 15 of this proxy statement, the Board concluded that
Mr. Smith’s service on five other public company boards of directors would not impair his ability to discharge
his responsibilities as a member of the Board. Mr. Smith was, Executive Vice President and Chief Financial
Officer of WellPoint, Inc., from 1999 until he retired on January 31, 2005. .

Jean L. Wojtowicz, age 50, has been a director of Indiana Energy or the Company since 1996.
Ms. Wojtowicz is President and founder of Cambridge Capital Management Corp., a consulting and venture

capital firm. She is also a director of First Merchants Corporation.

The Board of Directors Recommends a Vote “FOR” All Nominees.

OTHER EXECUTIVE OFFICERS

Other executive officers of the Company are Jerome A. Benkert, Jr., age 49, Carl L. Chapman, age 52,
Ronald E. Christian, age 50, and William S. Doty, age 57.

Mr. Benkert has served as Executive Vice President and Chief Financial Officer of the Company since
March 2000 and as Treasurer of the Company from October 2001 to March 31, 2002. Mr. Benkert has also
served as director of Indiana Gas, SIGECO and VUHI since March 31, 2000. Prior to March 31, 2000 and since
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October 1, 1997, he was Executive Vice President and Chief Operating Officer of Indiana Energy’s
administrative services company. Mr. Benkert is a member of the board of representatives of ProLiance
Holdings, LLC.

Mr. Chapman has served as President and Chief Operating Officer of the Company since November 1,
2007. He has served as Chief Operating Officer since August 1, 2004 and as Executive Vice President since
March 31, 2000. Prior to August 31, 2004 and since March 31, 2000; Mr. Chapman served as Exccutive Vice
President of. the Company and President of Vectren Enterprises. Prior to March 31, 2000 and since 1999,
Mr. Chapman served as Executive Vice President and Chief Financia! Officer of Indiana Energy. From
October 1, 1997 to June, 2002, Mr. Chapman served as President of 1GC Energy, Inc., whichHas been renamed
Vectren Energy Marketing and Services, Inc. (“VEMS"). Currently, Mr. Chapman is the Chalr of the board of
representatives of ProLiance Holdings, LLC.

Mr. Christian has served as Executive Vice President, Chief Administrative Officer, General Counsel and
Corporate Secretary of the Company since August 1, 2004 and Executive Vice President, General Counsel and
Secretary of the Company since May 1, 2003. Prior to May 1, 2003 and since March 31, 2000, Mr. Christian
served as Senior Vice President, General Counsel and Secretary of the Company. Mr. Christian has also served
as director of Indiana Gas, SIGECO and VUHI since March 31, 2000. Prior to March 31, 2000, and since 1999,
he was Vice President and General Counsel of Indiana Energy. Mr Chrlsllan is a member of the board of
representatives of ProLiance Heldings, LLC.

William S. Doty has served as Executive Vice President of Utility Operations since May 1, 2003. Mr. Doty
also served as Senior Vice President of Energy Delivery for the Company from April of 2001 to May of 2003. He
was Senior Vice President of Customer Relationship Management from January 2001 to April 2001. From
January 1999 to January 2001, Mr. Doty was Vice President of Energy Delivery for SIGECO.

COMMON STOCK OWNERSHIP BY DIRECTORS AND EXECUTIVE OFFICERS

The following table sets forth the number of shares of common stock of the Company beneficially owned by
the directors, the Chief Executive Officer, the four additional named executive officers, and all directors and
executive officers as a group, as of February 4, 2008. Except as otherwise indicated, each mdmdual has sole
voting and investment power with respect to the shares llsted below.

Sha;ﬁ Owned

Name of Individuals or ldentity of Group Beneficially (1)

John M. Dunn ... ... . . . "16,501 ()3T
Niel C.Ellerbrook . ... ooiri i e i e e 652,745 (DBUENT (8D
John D. Engelbrecht .. ....... ... ... oo 25,026 3)4XT)
Anton H. George . .. ..., .. o i e 2,375,331 (DMOGHT)
"Martin C. Jischke ......... ... .. ... . . . . i s 2,224 (4)

Robert L.KochIl .................. . .. 16,546 (2)(3)(4)7)
William G.Mays ................ R oo 13,108 (2)X(4XT)
J.Timothy McGinley ... . it 21,713 (2)(4XT)
Richard P. Rechter ..............., e s 27,177 (2)(4XT)

R. Daniel Sadlier .................... S 1,809 {2)(4)

Richard W.Shymanski . ............ ... . ..cciiviiii .. 28,750 (23X
Michael.L. Smith ....... ... . ... . . . i, RN 1724 (23(4)

Jean L. Wojlowicz ............................. s 13,583 23D
Jerome AL Benkert, Jr. ... ... . e e e 146,729 (DO(E)
Carl L.Chapman ... ......... ... . i, 249,867 (2)(6)(7)(8)
Ronald E, Christian . .. ... .00ttt in i eee e e 114,884 ()6K7)(R)
William S. Doty ... e 77,203 (2)(3)6)(7)(8)
All Directors and Executive Officers as a Group (17 Persons) ..... 3,790,920 (1)
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(1)

(2}

(3
C))

(3

(6)

)

(8}

Except for Anton H. George, no director or executive officer owned beneficially as of February 4, 2008,
more than 0.90% of commoen stock of the Company. Excluding Anton H. George, all directors and
executive officers owned beneficially an aggregate of 1,415,589 shares or 1.9% of common stock of the
Company. The beneficial ownership by Anton H. George of 2,375,33 shares or 3.10% of common stock of
the Company is discussed below in note (5).

This amount does not include derivative securities held under the Company’s non-qualified deferred
compensation plans. These derivative securities are in the form of stock units which are valued as if they
were Company common stock. The amounts shown for the following individuals include the following
amounts of derivative units:

Name of Individuals or Identity of Group Phantom Stock Units
John M. DN ..o e e e e e 21,346
Niel C.Ellerbrook ... ... i i i i v eeans 139,540
Robert L. KochlIl ....... e e e e e e 22,296
William G. Mays .. ... s 1,361
J. Timothy McGinley .. ... 0. e 2,680
Richard P.Rechter ......... ... .. i, e 27,712
R.Daniel Sadlier . ........ . . i i i e 11,281
Richard W. Shymanski .. ......... ... . ... .. .. 3,796
Michael L. Smith .. ...ttt ettt et raaann 1,402
Jean L. WOJIOWICZ. . ..ottt i i e s 5,514
Jerome A, Benkert, Jr. ... . e e e 2,934
Carl L. Chapman ........... . ... ittt iiiaennn 35,268
Ronald E. Christian ..........c.uuiiritiiiinnnrerrnnerinrenes 30,921
William §. DOty ... .o e e 20,129
All Directors and Executive Officers as a Group (17 Persons) ......... 335,180

Includes shares held by spouse, jointly with spouse or as custodian for a minor.

Includes shares granted to non-employee directors under the Company’s At Risk Compensation Plan, which
are subject to certain transferability restrictions and forfeiture provisions.

Of the 2,375,331 shares, Mr. George has both sole voting and investment power with respect to 25,964
shares. Also included in this number are 10,489 shares, which he has the right to acquire as of February 4,
2008, or within 60 days thereafter, under the Company's At Risk Compensation Plan. Regarding the
balance, he has either voting or investment power in his capacity as a member of the shareholder’s board of
directors, charitable donations committee, or board of managers. Mr. George disclaims beneficial interest in
these shares.

Includes shares granted to executives under the At Risk Compensation Plan, These shares are subject to
certain transferability restrictions and forfeiture provisions.

Includes shares which the named individual has the right to acquire as of February 4, 2008, or within
60 days thereafter, pursuant to options granted under the 1994 Stock Option Plan (formerly SIGCORP, Inc.
Stock Option Plan) or the At Risk Compensation Plan.

This amount does not include stock unit awards granted to the named executive officers on January 1, 2008
under the At Risk Compensation Plan. The following derivatives are in the form of stock units which are
valued as if they were common stock and are subject to certain transferability restrictions and forfeitability
provisions. '

Name of Individuals or 1dentity of Group Stock Unit Awards

Niel C.Ellerbrook . ...ttt 55,000
Jerome A. Benkert, Jr. ..ot e e 15,000
CarlL.Chapman ............ i e i nens 22,600
Ronald E. Christian ... ... ... ... it 12,000
William S. Doty . ... e 10,000
All Executive OfficersasaGroup (S Persons) ....................... 114,000



(9) Includes 10,000 shares held by the Niel & Karen Ellerbrook Family Foundation, for which he is a director.
Mr. Ellerbrook has shared voting power and shared investment power over the shares held by the
Foundation.

RELATED PERSON TRANSACTIONS

Review and Approval Policies and Procedures

We do not have a separate poticy that codifies in a single document all of our policies regarding related
person transactions. We do, however, have policies, procedures and practices for monitoring the occurrence of
transactions involving the Company and our subsidiaries and related persons (directors and executive officers or
their immediate family members, or shareholders owning 5% or greater of our outstanding stock) and for
reviewing and approving related person transactions. Qur Corporate Code of Conduct directs officers and
employees to avoid relationships and financial interests in vendors, suppliers and contractors with whom the
Company does business and requires officers and employees to report such relationships to the director of
Internal Audit. Annually, as required by the Corporate Code of Conduct, the director of Internal Audit requires
all directors, officers and key employees to complete surveys and certifications regarding relationships and
financial interests in vendors, suppliers, contractors and customers. The director of Internal Audit also annually
mails letters to Vectren's major vendors, suppliers and contractors to inform them of these restrictions. That code
is attached as Appendix G and also is posted on the Company’s website at www.vectren.com.

Our Code of Ethics for the Board of Directors requires directors to promptly disciose to the Chair of the
Nominating and Corporate Governance committee any situation that involves, or may potentially involve, a
conflict of interest. The Code of Ethics also provides for the Nominating and Corporate Governance committee
to review all relationships that exist between Vectren and a non-management director other than relationships
relating to the director’s service on the Board. We also obtain information from directors at least annualty about
any of these relationships or transactions. That code is attached as Appendix G and also is posted on the
Company’s website at www.vectren.com.

In connection with the preparation of its annual proxy statement and Form 10-K, Vectren distributes a
director and officer questionnaire to its directors and executive officers to elicit information about, among other
maiters, related person transactions. Data compiled from these questionnaires is reviewed by management,
Vectren’s general counsel, Vectren's Nominating and Corporate Governance committee of its Board of Directors
and by the full Board.

CORPORATE GOVERNANCE AND MEETINGS AND
COMMITTEES OF THE BOARD OF DIRECTORS

Director Independence

The Board of Directors has determined that all of the directors of the Company, except for Mr. Ellerbrook
and Mr. Sadlier, are independent since they satisfy the Company’s Director Independence Standards. Since
Mr. Ellerbrook is the CEO of the Company and Mr. Sadlier’s son is a professional with Deloitte & Touche LLP,
our independent registered public accounting firm, the Board of Directors determined that they do not satisfy
these standards. The Director Independence Standards are set forth on pages 14-15 of this proxy statement.




Nomination of Directors By Shareholders

If a shareholder entitled to vote for the election of directors at a shareholders’ meeting desires to nominate a
person for election to the Board of Directors of the Company, the Company’s By-Laws require the sharcholder to
deliver or mail a notice that is received at the principal office of the Company not less than 90 days nor more
than 120 days prior to the first anniversary date of the annual meeting of the shareholders for the preceding year.
If, however, the annual meeting is not scheduled to be held within a period that commences 30 days before such
anniversary date and ends 30 days after such anniversary date, the shareholder notice shall be given by the later
of: (a) the date 90 days prior to the actual date of the shareholder meeting, or (b) the tenth day following the day
on which the annual meeting date is first publicly announced or disclosed. In any case, such shareholder's notice
must set forth, in addition to the name and address of the shareholder submitting the nomination. as to each
person whom the shareholder proposes to nominate for election or re-election as a director: (i) the name, age,
business address and residence address of such person, (ii) the principal occupation or employment of such
person, (iii) the class and number of shares of the Company which are beneficially owned by such person,
(iv) any other information relating to such person that is required to be disclosed in the solicitation of proxies for
election of directors, or is otherwise required, in each case pursuant to Regulation 14A under the Securities
Exchange Act of 1934, as amended (including, without limitation, such person’s written consent to be named in
the proxy statement as a nominee and to serve as a director, if elected), and (v) the qualifications of the nominee
to serve as a director of the Company.

The process described in the preceding paragraph is currently the sole formal process for shareholders to
neminate persons to the Company’s Board of Directors. However, there is a framework in place for shareholders
to contact the Board of Director’'s Lead director, and, as part of that process, shareholders may communicate
regarding any prospective candidate for membership on the Board of Directors. The criteria employed by the
Nominating and Corporate Governance committee when considering all nominees to the Board of Directors are
set forth in Appendix A-1.

Board Meetings

The Board of Directors of the Company had nine meetings during the last fiscal year. No member attended
fewer than 92% of the aggregate of Board meetings and meetings of the respective committees of the Board of
which they are members. All of the members of the Board attended last year’s annual meeting,

The members of the Company’'s Board of Directors are elected to various comrmittees. The standing
committees of the Board are: the Nominating and Corporate Governance Committee, the Corporate Affairs
Committee, the Audit and Risk Management Committee, the Finance Committee, and the Compensation and
Benefits Committee.

The members of the Nominating and Corporate Governance Committee are Robert L. Koch II, Chair,
John M. Dunn, Anton H. George, William G. Mays, and J. Timothy McGinley. As Chair of the commitiee,
Mr. Koch is also the Company’s Lead director. Membership on the committee is restricted to non-employee
members of the Board of Directors. The functions of the committee are described under “Report of the
Nominating and Corporate Governance Committee” below. There were three meetings of the committee during
the past fiscal year.

The members of the Corporate Affairs Committee are William G. Mays, Chair, John M. Dunn, Martin C.
lischke, Richard P. Rechter and R. Daniel Sadlier. None of the members is an officer or employee of the
Company. The functions of the committee are described under “Report of the Corporate Affairs Committee”
below, There were three meetings of the committee during the past fiscal year.

The members of the Audit and Risk Management Committee are Richard W. Shymanski, Chair, John D.
Engelbrecht, Richard P. Rechter, Michael Smith and Jean L. Wojtowicz. The Board of Directors has determined
that Messrs. Shymanski and Smith are also the committee’s designated “financial experts” under the SEC
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definition. Membership on the committee is restricted to non-employee members of the Board of Directors. The
functions of the committee are described under “Report of the Audit and Risk Management Committee” below.
There were five meetings of the committee during the past fiscal year.

The members of the Finance Committee are Niel C. Ellerbrook, Chair, John D. Engelbrecht, Robert L. Koch
II, J. Timothy McGinley, and R. Daniel Sadlier. The Finance Committee acts on behalf of the Board of Directors
with respect to financing activities of the Company and its subsidiaries and also in instances where the Board has
delegated authority to the committee to act on behalf of the Board. The functions of the committee are described
under “Report of the Finance Committee” below. There were four meetings of the committee during the past
fiscal year.

The members of the Compensation and Benefits Committee are Jean L. Wojtowicz, Chair, Anton H.
George, Martin C. Jischke, Richard W. Shymanski and Michael L. Smith. Membership on the committee is
restricted to non-employee members of the Board of Directors. The functions of the committee are described
under “Report of the Compensation and Benefits Committee” below. There were three meetings of the
committee during the past fiscal year.

Director Compensation

As more fully discussed in the Report of the Nominating and Corporate Governance Committee, which
begins at page 11, the establishment of compensation for non-employee directors is part of the responsibilities of
that committee. The philosophy for the compensation decisions is discussed in that report.

During 2007, non-employee directors of the Company received a cash retainer of $20,000 per year for
service on the Board. The fees were paid in the form of a monthly retainer of $1,666.66. Committee Chairs
receive an additional cash retainer of $2,000 per year, which was paid in the form of a monthly retainer of
$166.66. '

Non-employee directors also received a fee of $1,000 for each Company Board meeting attended. Each
non-employee member of a committee of the Board was paid a fee of $1,000 for each meeting of the committee
attended, and each non-employee Chair of a committee was paid an additicnal fee of $500 for each meeting
attended.

On May 9, 2007, each non-employee member of the Board at that time received a grant of 1,224 shares of
restricted stock under the Company’s At Risk Compensation Plan (“At Risk Plan™). The terms of those grants
provide that, subject to certain limited exceptions, the restrictions will lift on May 9, 2008.

In August of 2007, the Nominating and Corporate Governance Committee engaged the Compensation and
Benefits Committee’s Executive Compensation Consultant to perform a review of the appropriateness of current
non-employee director compensation. The results of that review are more fully disclosed in the Report of the
Nominating and Corporate Governance Committee beginning on page 11 of this Proxy Statement. As a result of
the Executive Compensation Consultant’s findings and a resulting recommendation by the Nominating and
Corporate Governance Committee, in September of 2007, the Board of Directors approved changes to
non-employee director compensation, effective January 1, 2008, as follows:

Beginning in 2008, non-employee directors of the Company receive a cash retainer of $30,000 per year for
service on the Board, The fees are paid in the form of a monthly retainer of $2,500. The Chair of the Audit and
Risk Management Committee receives a retainer of $7,500, paid in the form of a monthly retainer of $625. All
other Committee Chairs receive a retainer of $5,000, paid in the form of a monthly retainer of $416.66.

Non-employee directors also receive a fee of $1,250 for each Company Board meeting attended. Each
non-employee member of a committee of the Board is paid a fee of $1,250 for each committee meeting attended.
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As part of the total compensation package provided to non-employee directors, a grant of restricted stock
will be made on May 14, 2008, with a value of $40,000 and the grant will vest at the end of one year. The equity
compensation provided to non-employee directors is solely in the form of restricted stock.

Pursuant to a director expense reimbursement policy approved by the Board of Directors, the Company
reimburses the reasonable travel and accommodation expenses of directors to attend meetings and other
corporate functions. Such travel may be by Company aircraft, if available. :

Directors are eligible to participate in the Vectren Corporation Nonqualified Deferred Compensation Plans
described on page 39 under the heading “Nonqualified Deferred Compensation”. At the present time, directors
may defer all or a portion of their director fees and restricted stack upon lapse of restrictions into the new plan
designed to comply with Section 409A of the Internal Revenue Code of 1986, as amended (“Internal Revenue
Code”).

The plans’ investment options mirror the investments in the Company’s 401(k) Plan. Participants have the
ability to elect a scheduled distribution of any amounts deferred into the plans as long as the distribution is at
least three plan years after the end of the plan year for which the participant elects the deferral. Once the
director’s service on our Board has ended, the balance in these plans is paid in either a lump sum or annual
installments of up to 15 years. :

The following table summarizes the compensation paid to non-employee directors for the fiscal year ended
December 31, 2007. Information on Niel C. Ellerbrook’s compensation is included in the Summary
Compensation Table. No option awards or non-equity incentive plan awards were made to directors. Directors do
not receive pensions and did not receive any above-market earnings on deferred compensation.

2007 Director Compensation Table

Fees
Earned
or Paid Stock Option All Other
in Cash Awards Awards Compensation

Name . ($X1) $)(2) ($)(3) $)4) Total ($)
(a) b (c) (d) (e} (f)

JohnM.Dunn............ . ... . $33,013 $37,615 $0 $1,596 $72,224
JohnD.Engelbrecht .............. ... . ... ..., $34.013 $37615 $0 $1,596 $73,224
AntonH. George .......... ... ... ... .. ... Lo.. 833013 837,615 $0 51,596 $72.224
MartinC. Jischke ......... ... it $40,013 $23,672 $0 $1,169 $64.854
Robert L.KochIl........................ ... v.. $36,513 $37.615 $0 $1,596 $75.724
William G. Mays .............. e $37.513 $37.615 $0 $1.596 $76,724
J. Timothy McGinley . ............ ... ... ......... $34,013 $37.615 $0 $1,596 $73,224
Richard P.Rechter ... ... ... ... ... ... ... .. . .. .. $35,013 $37,615 $0 31,596 $74,224
R.Daniel Sadlier ............. ... ......... B $31,013 $37.615 $0 $1,596 $70,224
Richard W, Shymanski ...............cccooas, $40,513 $37.615 $0 $1,596 $79.724
Michael L. Smith ............ . ..., $35,013 $37,615 $0 $1,596 $74.224
Jean W. Wojtowicz .............................. $39,513 $37.615 $0 $1,596 $78,724

(1) This column represents annual cash retainers and meeting attendance fees paid to Board members. These
retainers are more fully discussed above under “Director Compensation”.

(2) This column represents the cost of restricted stock awards recognized in accordance with SFAS 123R.
Based on a closing price on the New York Stock Exchange of $29.89 on May 9, 2007, the value of restricted
stock granted May 9, 2007 was approximately $35,000. These grants are further described under “Director
Compensation”. Dr. Jischke was elected to the Board of Directors on February 1, 2007 and thus received his
first grant of restricted stock in May of 2007.
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(3) No stock options were granted to directors in 2007. No stock options have been granted to directors since
2003. At the end of the fiscal year ended December 31, 2007, Messrs. Dunn, Engelbrecht, George, Koch,
Mays. McGinley, Rechter, and Shymanski and Ms. Wojtowicz each held the following unexercised

nonqualified stock options:

Grant Date ) Expiration Date  No. of Shares  Exercise Price
S/172001 .o e 5/1/2011 2,805 $22.54
SIH2002 .o 5/1/2012 1,384 $24.90
1I0/1/2002 oo 5/1/2012 2,400 $22.37
SU2003 5/1/2013 3,900 $22.57

(4) This column includes dividends paid on restricted stock in 2007.

REPORT OF THE NOMINATING AND
CORPORATE GOVERNANCE COMMITTEE

The Nominating and Corporate Governance committee (“Governance committee™) is primarily responsible
for corporate governance matters affecting the Company and its subsidiaries. The Governance committee has
five members and is composed entirely of non-employee directors all of whom the Board has determined to be
independent pursuant to the New York Stock Exchange (“NYSE”) rules. The Governance committee met three
times during the past fiscal year.

Scope of Responsibilities

The Governance committee has a number of significant responsibilities, including:

* Serving as a conduit for shareholders to communicate with the non-employee members of the Board
regarding nominees and other matters affecting Company business;

+ Overseeing the succession planning process for the office of Chief Executive Officer;

* Monitoring other corporate governance matters, including periodically reviewing the Company’s
Shareholder Righis Agreement, Code of By-Laws and Articles of Incorporation as they relate to corporate
governance; ) !

» Formulating recommendations concerning the composition, organization and functions of the Board and
its committees;

* Identifying and selecting qualified nominees for election to the Board;

= Recommending programs for continuing Board member education and development;

+ Establishing qualification criteria for service as a member of the Board, including “independence;”
* Assessing the contributions of existing members of the Board for reelection;

* Monitoring the effectiveness and functioning of the Board and its various committees;

* Approving management participation on compensated third party Boards of Directors; and ‘

» Establishing compensation for non-employee members of the Board.

2007 Accomplishments

The Governance commitlee gathered, assessed, and, as appropriate, acted upon information relating to
corporate governance, including governance-related items described in the Sarbanes-Oxley Act of 2002
(“Sarbanes-Oxley”) and those regulatory changes affecting listed companies established by the New York Stock
Exchange ("NYSE"). These efforts by the Governance committee are ongoing,.
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As required by the Governance committee’s Charter, which is attached to this proxy statement as
Appendix B, and is posted on the Company’s website at www.vectren.com, the Governance committee conducted
an annual review of the corporate governance principles or guidelines applicable to the full Board. Based upon
that review, the Governance committee concluded that one modification was advisable. That modification is
discussed later in this report. The current corporate governance principles are attached to this proxy statement as
Appendix A and are posted on the Company’s website at www.vectren.com.

The Governance committee considers nominees for director, including nominees recommended by security
holders. The policy for director nominations by shareholders is included under “Nomination of Directors by
Shareholders™ at page 8 of this proxy statement. The criteria considered by the Governance committee and the
full Board when assessing candidates are contained in the Company’s Code of By-Laws (By-Laws) and are also
set forth in Appendix A-1 of this proxy statement.

Following a review of practices by the companies within the industry peer group used by the Company to
measure its performance, the Governance commiftee determined to recommend to the full Board the
modification of Section L.D. of the Corporate Governance Guidelines dealing with the limitation on Board
members’ service on other public company boards of directors. The recommendation provided for a general
guideline of service on no more than three other public company boards. However, the recommendation also
created an exception to the general guideline if following a careful assessment of all the relevant facts and
circumstances the Governance committee concludes in a particular director’s case that service on more than three
such boards would not impair the director’s ability to discharge their responsibilities as a member of the Board.
The recommendation did place a limit of service on no more than six public company boards of directors,
including the Board. The recommendation atso addressed related changes to the Company’s Code of By-Laws in
Sections 3.6(b)9 and 4.15(ii) dealing with qualification criteria for proposed candidates/nominees to the Board
and retention criteria applicable to the nomination of existing Board members for an additional term of service.
The full Board accepted the Governance committee’s recommendations on this subject and the Corporate
Governance Guidelines and relevant sections of the Code of By-Laws, as revised, are set forth in Appendix A
through A-2 of this proxy statement. Applying these revised provisions, the Governance committee has evaluated
the circumstances relating to Michael L. Smith’s service on five other public company boards of directors and
concluded that such service would not impair his ability to discharge his responsibilities as a member of the
Board. Mr. Smith is retired and formerly served as the chief financial officer for WellPoint, Inc. No other
member of the Board serves on the boards of directors of more than two other public companies.

During the year the Governance committee provided ongoing oversight with respect to each Board
member’s relationship with the Company and its subsidiaries. This action was required under the “independence”
standards for the Board, which were developed by the Governance committee as required by the Company’s
corporate governance principles, and were approved by the full Board. The standards are set forth and discussed
at pages 14-15 of this proxy statement. Based on these standards, the Board has determined that Mr, Sadlier is
not independent since his son is on the professional staff of Deloitte & Touche, LLP, the Company’s independent
registered public accountant, and that Mr. Ellerbrook is not independent since he is Chair and Chief Executive
Officer of the Company.

During the year, the Governance committee evaluated each Board member’s presence on committees in
light of the applicable qualification requirements, including additional independence requirements pertinent to
certain of the committees. Based upon this evaluation the Governance committee recommended the composition
and leadership of each committee to the full Board. Thereafier, those recommendations were adopted by the full
Board.

During the year the Governance committee oversaw a formal communication process to ensure there is
adequate information provided to the Board regarding actions taken by the boards of directors at the Company’s
wholly-owned subsidiaries and joint ventures. That process provides for quarterly management updates to the
Governance committee relative to these actions.
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The Governance commitiee oversees non-employee directors’ compliance with the stock ownership
guidelines that have been established by the Board. During the past year directors’ stock ownership was
monitored and, as discussed at page 22 of this proxy statement, as of February 4, 2008 each director, with the
exception of Dr. Jischke, who was elected to the Board effective February 1, 2007, was in compliance with those
guidelines. There is a five year transition period for compliance by new directors,

During the past year the Governance committee continued with the admimstration of the succession
planning process for the Chief Executive Officer position. The purpose of this process is twofold. First, the
Governance committee believes that it is prudent to have in place a short-term contingency plan in the unlikely
evenl that an unforeseen emergency required that a replacement Chief Executive Officer be named. Second, the
Governance committee believes that actively engaging in the succession planning process is a critical part of the
Company’s long-term management continuity preparedness, Succession planning is an ongoing process with
respect to management positions across the Cormpany, and is an integral part of the Company’s normal personne!
planning activities. Reports on this process were provided to the Governance committee at its meetings. On a
regular basis the chair of the Governance committee provides updates on this subject to the Board as part of the
executive session segments of Board meetings. As part of this process, in the fourth quarter of 2007, Mr. Carl L
Chapman was recommended by the committee to the full Board for election to the office of President and Chief
Operating Officer. Thereafter, the full Board adopted that recommendation and Mr. Chapman was elected to that
office effective November 1, 2007.

Under the oversight of the Governance committee, formal Board development activities were undertaken
during the past year. The Board conducted a mulii-day development session where they heard presentations from
various external professionals with respect to important issues affecting the Company. As part of that session, the
Board also received in-depth presentations from senior management regarding industry issues and processes
affecting the Company and its subsidiaries. In addition, some of the full Board attended training activities
focused on the development of directors’ skills.

The Governance committee is charged with oversight of compensation for the non-employee members of
the Board. Periodically, the committee directs the preparation of an analysis of the continuing market
competitiveness of that compensation. During the past year the Governance committee had such an analysis
prepared by an independent compensation consultant and determined, based upon the results, that the existing
level of director compensation was no longer market competitive. The analysis included a review of the annuai
board retainer, board meeting attendance fees, committee retainers, commitlee meeting attendance fees, and
equity grants. The analysis primarily relied upon data from the smaller group of peer companies listed at page 29
of this proxy statement. That group of peer companies is used by the Compensation and Benefits committee
when establishing executive compensation. Based upon the analysis and review of current market data, it was the
conclusion of the independent consultant that the compensation to outside directors was below both the average
and the median for the company’s peer group, and the cash compensation was paricularly below those
benchmarks. As a result of these findings, and based upon the recommendation of the independent consultant, the
committee decided to recommend to the full Board that the annual retainer be increased to $30,000, that the
meeting attendance fees be increased to $1,250, that the committee meeting attendance fees be increased to
$1.250, that the committee chair retainer for the Audit and Risk Management committee be increased to $7,500,
and that the committee chair retainer for al! other committees chaired by outside directors be increased to $5,000.
Finally, the committee recommended to the full Board that the annual equity grant be increased to $40,000. As
part of this action, the recommendation provided that all cash payments should be changed effective January |,
2008, and the equity grant change should be effective at the time of the next grant. Thereafter, each of the
committee’s recommendations was approved by the full Board.

As the plan administrator of the Vectren Compensation At-Risk Compensation Plan (At-Risk Plan) with
respect to compensation for non-employee members of the Board, the Governance committee made annual awards
of restricted stock for directors effective as of May 1, 2007. The role of equity compensation as part of the total
compensation provided to non-employee directors is more fully discussed at pages 9-11 of this proxy statement.
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The chair of the Governance committee administered the annual Board performance evaluation process
pursuant to which the Board critiqued its performance. The chair of the Governance committee then presented
the evaluation results to the full Board. In response, the Chief Executive Officer developed an action plan that
will be executed over the course of 2008.

Early in 2008, the chair of the Governance committee received affirmations from the chairs of all other
committees certifying that their respective charters were adhered to in 2007, and specifying whether any changes
1o those charters were determined to be necessary and advisable. Each committee chair confirmed that their
charter had been adhered to. Moreover, no committee chair recommended changes to their committee’s charter.

In connection with the 2008 Annual Meeting, and employing the qualification criteria set forth in the
corporate governance guidelines, as well as the director retention criteria approved by the Board, the Governance
commiitee evaluated all of the nominees who are standing for reelection. As a result of that process, the
Governance commitiee concluded that the full Board should recommend to the shareholders that all of the
existing directors should be reelected.

Annual Committee Charter Review and Performance Evaluation

As required by the Governance committee’s charter, earlier this year the committee reviewed its charter and
determined that no modifications were necessary or advisable at this time. Also, as required by the Governance
committee’s charter, the committee conducted an annual performance evaluation, the results of which have been
discussed among the committee members.

Director Independence Standards

In determining director independence, the Board considers broadly all relevant facts and circumstances,
including the corporate governance listing standards of the NYSE, which are summarized below. The Board
considers the issue not merely from the perspective of a director, but also from that of persens or organizations
with which the director has an affiliation. An independent director must be free of any relationship with the
Company that impairs the director’s ability to make independent judgments, including indirectly as a partner,
shareholder or officer of an organization that has a relationship with the Company.

At a minimum, in making the independence determination, the Board applies the foilowing standards, and it
also considers any other relationships it deems relevant, A director will not be considered independent if any of
the following criteria apply:

1. The director is, or has been within the last three years, an employee of the listed company, or an
immediate family member is, or has been within the last three years, an executive officer,! of the listed company.

2. The director has received, or has an immediate family member who has received, during any twelve-
month period within the last three years, more than $100,000 in direct compensation from the listed company,
other than director and committee fees and pension or other forms of deferred compensation for prior service
{provided such compensation is not contingent in any way on continued service).

3. (A) The director or an immediate family member is a current partner of a firm that is the company’s
internal or external auditor; (B} the director is a current employee of such a firm; (C) the director has an
immediate family member who is a current employee of such a firm and who participates in the firm’s audit,
assurance or tax compliance (but not tax planning) practice; or (D) the director or an immediate family member
was within the last three years (but is no longer) a partner or employee of such a firm and personally worked on
the listed company’s audit within that time,

! For purposes of this standard, the term “executive officer” has the same meaning specified for the term
“officer” in Rule 16a-1(f) under the Securities Exchange Act of 1934,
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4. The director or an immediate family member is, or has been within the last three years, employed as an
executive officer of another company where any of the listed company’s present executive officers at the same |
time serves or served on that company’s compensation committee.

5. The director is a current employee, or an immediate family member is a current executive officer, of a
company that has made payments to, or received payments from, the listed company for property or services in
an amount which, in any of the last three fiscal years, exceeds the greater of $1 million, or 2% of such other
company’s consolidated gross revenues.

Selection and Evaluation of Director Candidates

All director candidates must meet the requirements established by the Governance committee from time to
time and the director qualification standards included in the Company’s corporate governance guidelines.
Candidates are reviewed in the context of the current composition of the Board, the operating requirements of the
Company and the long-term interests of shareholders. In conducting this evaluation, the Governance committee
considers the candidate’s professional background, skills and such other factors as it deems appropriate given the
current needs of the Board and the Company. Specific selection criteria are set forth in the By-Laws and are also
included in Appendix A-1.

Commitment

The Governance committee is committed 1o ensuring that the Company implements and follows corporate
governance principles that are in furtherance of the interests of the Company’s stakeholders. The Governance
committee anticipates meeting throughout the year to continue to enhance the Company’s corporate governance
principles, which are expected to evolve coincident with the ongoing changes being implemented by the SEC
under Sarbanes-Oxley and the Corporate Governance Listing Standards of the NYSE as part of its oversight of
listed companies.

Nominating and Corporate Governance Committee

Robert L. Koch II, Chair,
John M. Dunn,

Anton H. George,
William G. Mays, and

J. Timothy McGinley

REPORT OF THE CORPORATE AFFAIRS COMMITTEE

The Corporate Affairs commitiee is primarily responsible for ensuring the discharge of the Board’s duties
relating to the Company’s policies, practices and procedures as a responsible corporate citizen. The Corporate
Affairs committee consists of five members and is composed entirely of non-employee directors. The Corporate
Affairs committee met three times during the past fiscal year.

Scope of Responsibilities

The Corporate Affairs committee’s responsibilities are set forth in its charter, which is attached to this proxy
statement as Appendix C and is also posted on the Company’s website at www.vectren.com. Those
responsibilities include: :

+ Overseeing policies, practices and procedures relating to business practices, incleding compliance with
applicable laws and regulations;
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* Overseeing policies, practices and procedures relating to public communications with key stakeholders,
other than the financial community;

*» Overseeing policies, practices and procedures relating to community relations, including charitable
contributions and community affairs;

* Overseeing policies; practices -and procedures relating to customer relations, including customer
satisfaction and quality of customer service;

* Overseeing policies, practices and procedures relating to employer practices and procedures, including
the Company’s objective of being an employer of choice, the attainment of workforce diversity, and
compliance with employment related laws, regutations and policies; and

» Overseeing policies, practices and procedures relating to. environmental compliance and stewardship,
including adherence to environment related laws and regulations. ‘

2007 Accomplishments '

The-Corporate Affairs committee considered several matters during the yvear. Management presentations
were provided regarding the Company’s relationships with its customers, including the ongoing measurement of
customer satisfaction which is used by the Compensation and Benefits committee as a performance metric under
the Company’s At Risk Compensation Plan (“At Risk Plan”). That performance metric is dlscussed further at
pages 27-28 of this Proxy Statement.

* 1

The Corporate Affairs committee considered how the Company communicates with its customers, including
with respect to topics such as customers’ energy conservation, the need for seeking rate relief and the impacts of
high nawral gas prices. As part of this dialogue, presentations were provided by management regarding the
Company's programs supporting customer conservation and also with respect to the measures employed to assist
customers in paying their utility bills.

The Corporate Affairs committee monitored, the activities of the Vectren Foundation. This monitoring
included receiving regular reports regarding the foundation’s activities in the Company’s operating areas.

Safety performance by the Company’s subsidiaries was monitored by the Corporate Affairs committee,
Considerable attention was given to the types of safety issues that arise in the Company’s regulated business
operations, as well as efforts that can and should be implemented to minimize workplace accidents and injuries.
Safety performance is also used by the Compensation and Benefits committee as a metric in establishing annual
payment awards under the existing At Risk Plan. That performance metric is discussed further at pages 27-28 of
this Proxy Statement,

The Company’s continuing diversity efforts were monitored by the Corporate Affairs committee. These
reports included a review of the Company’s workforce diversity, as well as the Company’s hiring practices and
interaction with govemmental authorities with responsibility for regulating these activities. The reports also
addressed the‘Colrnp;my’s supplier diversity program.

The Company’s environmental compliance and stewardship were considered at each meeting of the
Corporate Affairs commitiee. Presentations were provided with respect to various environmental initiatives being
undertaken by the Company, including initiatives pertaining to greenhouse gases.

Regulatory initiatives involving the Company’s utility operations were reviewed and discussed with the
Corporate Affairs commitiee. This monitoring included receiving reports from management regarding important
matters pending before the Indiana Utility Regulatory Commission and the Public Utitities Commission of Ohio.

o ]
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Reports were provided to the Corporate Affairs committee by legal counsel regarding legal compliance
issues and litigation affecting the Company and its subsidiaries. Those reports included environmental
compliance and employment litigation matters.

Finally, legislative matters that are of importance to the Company at the federal level, as well as in Indiana
and Ohio, were reviewed and discussed with the Corporate Affairs committee.

Annual Committee Charter Review and Performance Evaluation

As required by the Corporate Affairs committee’s charter, in late 2007 the committee reviewed its charter
and determined that no modifications were necessary or advisable at this time. Also as required by the Corporate
Affairs commitiee’s charter, the committee conducted an annual performance evaluation, the results of which
will be discussed by the committee at the next regularly scheduled meeting.

Commitment

The Corporate Affairs committee is committed to ensuring that the Company conducts its operations
consistent with being a good corporate citizen. The Corporate Affairs committee anficipates meeting at least
three times in 2008 to continue to focus on the matters set forth in its charter.

Corporate Affairs Committee

William G. Mays, Chair,
John M. Dugn, '

Martin C. Jischke,
Richard P. Rechter, and
R. Daniel Sadlier

REPORT OF THE AUDIT AND RISK MANAGEMENT COMMITTEE

The Audit and Risk Management committee (“Audit committee”) oversees the Company’s financial
reporting process on behalf of the full Board. The Audit committee currently consists of five members, who each
satisfy the “independence” standard established by the full Board, as well as the independence requirements
contained in the Corporate Governance Listing Standards of the NYSE. The Audit committee met five times
during the past fiscal year.

Scope of Responsibilities

The Audit committee operates under a written Audit and Risk Management Committee Charter containing
provisions that address requirements imposed by the SEC and the NYSE. That charter is attached 1o this proxy
statement as Appendix D and is also posted on the Company’s website at www.vectren.com. The Audit
committee’s responsibilities include the authority and the responsibility of:

* Overseeing the integrity of the Company’s financial statements,
+ Overseeing the Company’s compliance with legal requirements,
+ Overseeing the independent registered public accounting firm’s qualifications and independence,

* Overseeing the performance of the Company’s internal audit function and independent registered public
accountant,

* Overseeing the Company’s system of disclosure controls and system of internal controls regarding
finance, accounting, legal compliance, and ethics that management and the Board have established, and

= Overseeing the Company’s practices and processes relating to risk assessment and risk management.
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2007 Accomplishments
Corporate Code of Conduct

As provided for in its charter, the Audit committee is responsible for establishing, reviewing and updating
periodically a Corporate Code of Conduct (“Code”) and ensuring that management has established a system to
enforce this Code. This includes ensuring that the Code is in compliance with all applicable rules and regulations,
A copy of the Code is attached as Appendix G to this proxy statement and is also posted on the Company’s
website at www.vectren.com. In early 2007, the Audit committee recommended that the Code be modified to
make it clear that persons can contact the Chair of the Audit committee directly with respect to matters arising
under the Code. The Audit committee reviews management’s monitoring of the Company’s compliance with the
Code, and ensures that management has the proper review system in place to provide that the Company’s
financial statements, reports and other financial information disseminated to governmental organizations and the
public satisfy legal requirements. The Audit committee also confirmed, with assistance from the Internal Audit
department, that during 2007 the members of the Board have complied with the Code.

Risk Management

As provided for in its charter, throughout the year the Audit committee received and reviewed reports from
management regarding enterprise risk issues affecting the company and considered by management’s risk
management committee. This included a comprehensive review of the company’s insurance program for all of its
businesses, as well as numerous other business matters that present potential risks for the company.

Sarbanes-Oxley Section 404 Compliance

Throughout the year the Audit committee received and reviewed reports from the director of Internal Audit
regarding the company’s ongoing compliance with Sarbanes-Oxley Section 404. The Audit committee also
received reports on this subject from the company’s chief financial officer and chief accounting officer, as well
as commentary from the company’s independent registered public accounting firm with respect to the company’s
compliance.

Delineation of Responsibilities Between Management, the Independent Registered Public Accounting
Firm, and the Audit Committee

Management is responsible for the Company’s financial reporting process, including its system of internal
controls, and for the preparation of consolidated financial statements in accordance with accounting principles
generally accepted in the United States of America; establishing and maintaining disclosure controls and
procedures; establishing and maintaining internal controls over financial reporting; evaluating the effectiveness
of disclosure controls and procedures; evaluating the effectiveness of internal controls over financial reporting;
and evaluating any change in internal controls over financial reporting that has materially affected, or is
reasonably likely to materially affect, internal controls over financial reporting,

The Company’s independent registered public accounting firm is responsible for auditing the financial
statements prepared by management and expressing an opinion on the conformity of those financial statements
with accounting principles generally accepted in the United States of America, as well as expressing an opinion
on the effectiveness of internal controls over financial reporting,.

The Audit committee’s responsibility is to monitor and réview the processes performed by management and
the independent registered public accounting firm. It is not the Audit committee’s duty or responsibility to
conduct auditing or accounting reviews or procedures. The Audit committee members are not employees of the
Company. Therefore, the Audit committee has relied, without independent verification, on management’s
representation that the financial statements have been prepared with integrity and objectivity and in conformity
with accounting principles generally accepted in the United States of America and on the representations of the
independent registered public accounting firm included in its report on the Company’s financial statements.
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Furthermore, the Audit committee’s considerations and discussions with management and the independent
registered public accounting firm concerning the Company’s audited and unaudited financial statements, internal
controls and related matters do not assure that the Company’s financial statements are presented in accordance
with generally accepted accounting principles, that the audit of the Company’s financial statements has been
carried out in accordance with generally accepted auditing standards or that the Company s independent
registered public accounting firm is in fact “independent.”

2007 Form 10-K

In reliance on the reviews and discussions referred to above, the Audit committee recommended to the full
Board that the audited consolidated financial statements of the Company and its subsidiaries for 2007 be included
in the Annual Report on Form 10-K for the fiscal year ended December 31, 2007 for filing with the SEC.,

A copy of the Company’s 10-K is available without charge upon request. Send your request to:

Attn:  Investor Relations
Vectren Corporation
P.O. Box 209
Evansville, IN 47702-0209
vvcir @vectren.com

Reappointment of Deloitte & Touche LLP (“Deloitte™)

The Audit commitiee considered and has recommended to the full Board that Deloitte be reappointed as the
Company’s independent registered public accounting firm for fiscal year 2008. That recommendation calls for
the reappointment to be subject to ratification by the shareholders of the Company at the 2008 Annual Meeting.

Amnual Committee Charter Review and Performance Evaluation

As required by the Audit committee’s charter, in late 2007 the commitiee reviewed the charter and
determined that its provisions, as amended, remain appropriate. Also, as required by the Audit committee’s
charter, the committee conducted an annual performance evaluauon the results of which have been discussed
among the committee members.

Commitment

The Audit committee is committed to ensuring that the Company implements and follows necessary and
appropriate financial reporting processes. The Audit committee anticipates meeting at least quarterly throughout
2008.

Audit and Risk Management Commitiee

Richard W. Shymanski, Chair,
' ’ John D. Engelbrecht,
- ‘ Richard P. Rechter,
‘ Michael L. Smith, and
Jean L. Wojtowicz
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REPORT OF THE FINANCE COMMITTEE

The Finance committee is primarily responsible for ensuring the discharge of the Board’s duties relating to
the financing activities of the Company’s regulated and non-regulated businesses. The Finance committee
consists of five members, four of whom are non-employee directors. The fifth member and chair of the Finance
committee is Niel C. Ellerbrook, Chair of the Board and Chief Executive Officer. The Finance committee met
four times during the last fiscal year.

Scope of Responsibilities

The Finance committee’s responsibilities are set forth in its charter, which is attached to this proXy
statement as Appendix E and is also posted on the Company’s website at www.vectren.com. Those
responsibilities include:

* Acting within parameters established by the full Board with respect to financing activities of the
Company, including, as necessary or advisable, financing activities of one or more of its subsidiaries or
affiliates; and

* Acting on behalf of the full Board in limited instances where it is impracticable for the full Board to meet
and take action, and onby within parameters prescribed and delegated by the full Board.

2007 Accomplishments

Early in 2007 the Company executed a common stock offering. As part of the offering, the Company
entered an equity forward transaction whereby borrowed shares were utilized by the underwriters to fulfill the
sale. The equity forward must be settled prior to February 29, 2009 and the Company currently expects to settle
the equity forward by delivering shares and receiving the proceeds. The Finance committee was involved with
the review and final approval of these transactions pursuant to a specific delegation of authority from the full
Board. In the course of the review and approval of the offering, the committee received a number of
presentations from management, as well as the extemnal advisors that were engaged by the Company to assist
with the transaction.

In the spring of 2007, the Finance committee reviewed and approved updates to the Company’s 2007
financing plans. As part of this action, the committee received presentations from management regarding the
Company’s credit ratings and capitalization ratios, as well as the forms of financing instruments that are available
to the Company to effectuate its financing requirements. In the summer of 2007, several members of the Finance
committee accompanted management to meet with representatives of Moody’s, Inc. and Standard and Poor’s, the
two entities that rate the debt issued by the Company’s subsidiaries.

In the fall of 2007, the Finance committee reviewed and approved additional updates to the Company’s
2007 financing plans and approved the Company’s 2008 financing plans. As part of this process, the committee
reviewed the existing and planned debt issuances, the implications of the financing plans on the Company’s
existing credit ratings and capitalization ratios, and the available forms of financing instruments that can be used
to effectuate the transactions. The committee also reviewed the Company’s Dividend Reinvestment Plan and
reviewed a report from management regarding the proposed 2007/2008 common stock dividend policy.

Annual Committee Charter Review and Performance Evaluation

As required by the Finance committee’s charter, in early 2008 the committee reviewed the charter and
determined that no changes were necessary or advisable at this time. Also, as required by the Finance
committee’s charter, the committee has conducted an annual performance evaluation; the results of which have
been discussed with the committee,
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Commitment

The Finance committee is committed to overseeing the financing activities of the Company on behalf of the
full Board and, in limited circumstances, to act on behalf of the Board when delegated authority to respond to
certain circumstances. The Finance comrmttee anticipates meeting at least three times in 2008 to continue to
focus on the matters set forth in its charter. |

.

Finance Committee
.. . L (R R
Niel C. Ellerbrook, Chair,
John D. Engefbrecht,
Robert L. Koch'l,
iR Tlmothy McGinley, and
" R. Damel Sadher '
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EXECUTIVE COMPENSATibN AND OTHER INFORMATION
REPORT OF THE COMPENSATION AND BENEFITS COMMITTEE

| ia . R 1

Compensation and Benefits Commlttee

The Compensation and Benefits committee (“Compensation committee™) has five members and met three
times in fiscal 2007. The Compensation committee is comprised solely of non-émployee Directors, all of whom
the Board has determined are independent pursuant to the NYSE rules. The Board has adopted a charter for the
Compensation committee, which is available on the Company’s website at www.vectren.com and is also attached
to this proxy as Appendix F.

¢

The Compensation committee’s |esp0n31b|l|t1es Wthh are discussed in deta1l in its charter, include, among

other dutles the responsibility to:

’ Eslabhsh the base salary, incentive compensation and any olher compensauon for the Company’s Chair
and Chief Executive Officer and the other executive officers of the Company;

* Administer the Company’s management incentive and stock-based compensation plans, and oversee the
-administration of the Company’s retirement and welfare plans and discharge the duties imposed on the
Compensation commiitee by the terms of the plans; and

+ Conduct the performance appraisal for the ‘Chair and Chief Executwe Officer; and perform other
functlons or duties that are decmed appropriate by the full Board. .

Compensation decisions for the five executive officers, which includes the Chair and Chief Executive
Officer and other execuiive officers of the Company, are made by the Compensation committee. Decisions
regarding non-equity compensation for other officers are made by the Company’s Chair and Chief Executive
Officer and are reviewed and evalvated by the Compensation committee. The commitiee has engaged Hay
Group, Inc., an outside global human'resources consulting firm, to conduct an annual review of its total
compensation program for the executive and other officers.

The agenda for meetings of the Compensation committee is determined by its Chair with assistance from the
other members of the committee, the Compensation committee’s independent compensation consultant, and the
Company’s Chair and Chief Executive Officer, Chief Financial Officer and Chief Administrative Officer and
Secretary. Compensation committee meetings are regularly attended by the Chair and Chief Executive Officer
and the Chief Administrative Officer and Secretary. At each meeting the Compensation committee conducts an
executive session. The Compensation committee’s Chair reports the committee’s recommendations on executive
compensation to the Board. Independent advisors and the Company’s Human Resources department support the
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Compensation committee in its duties and, along with the Chair and Chief Executive Officer, may be delegated
authority to fulfill certain administrative duties regarding the compensation programs, The Human Resources
department is charged by the Committee with the task of executing the compensation plans and programs
adopted by the committee, as well as implementing changes in compensation levels as directed by the committee.
The Compensation committee has authority under its charter to retain, approve fees for and terminate advisors,
consultants and agents as it deems necessary or advisable to assist in the fulfillment of its responsibilities.

Role of Chief Executive Officer in Compensation Process

Compensation determinations for our five named executive officers, including the Chief Executive Officer,
are made by the Compensation commitiee. The committee delegates certain administrative duties to, and solicits
recommendations from, the CEQ, Mr. Ellerbrook. He provides recommendations to the committee regarding the
compensation and annual incentive opportunities for the other executive officers. He receives and reviews market
data from the committee’s consultant. After considering that data, as well as the overall performance of each
officer, the officer’s contributions to the Company over the past year, the officer’s experience and potential, and
any change in the officer’s functional responsibility, Mr. Ellerbrook also takes internal pay equity into account in
making his recommendations. Mr. Ellerbrook’s recommendations are reviewed by the committee with assistance
from its independent compensation consultant, and the committee can accept or make upward or downward
adjustments to the recommended amounts. Determinations regarding short-term and long-term incentive
opportunities for all officers are made by the commitiee. ,

The Chief Executive Officer regularly attends committee meetings to provide input as a representative of
management. At each meeting the committee goes into an executive session and excuses Mr. Ellerbrook and any
other members of management who may be present.

Share Ownership Policy

Our Company’s share ownership policy requires officers and directors to meet share ownership targéts. The
committee adopted that policy in 2000 and it provides a five-year transition period for officers to comply. The
Compensation committee expects the officers to make ratable progress toward compliance each year. The
program includes these key features:

+ Participants who are officers have a share ownership target based on a multiple of their base salary, set at
three times base salary for certain participants (Messrs. Benkert, Christian, and Doty), four times for
Mr. Chapman and five times for Mr. Ellerbrook. As of February 4, 2008, all of the five named executive
officers listed in the Summary Compensation Table exceeded the established ownership requirements.
The committee reviews executive officers’ stock ownership on an annuval basis. In addition, as of
February 4, 2008, all of the Company’s officers subject to the share ownership policy were in compliance
with its requirements.

+ As an incentive to maximize shareholder value, a participant may count toward his or her target the value
of owned shares, including derivative units of our stock in our non-qualified deferred compensation plans,
the value of vested “in the money” stock options and the market value of restricted shares and stock unit
awards, with market value based on the market price of our common stock.

Tally Sheets

The committee uses tally sheets for the executive officers included in the Summary Compensation Table.

In 2007, the commitiee reviewed tally sheets that summarized dollar amounts for salary, bonus, long-term
incentive compensation, welfare benefits, and perquisites for 2007 and 2006, as well as the value of unexercised
stock options and restricted stock awards, and the actual projected payout obligations under our gualified and
non-qualifted retirement plans. The tally sheets also provided potential payment obligations for each executive

22




under various termination scenarios (voluntary, good reason other than cause, and cause). The committee did not,
however, take any specific action based on its review of the tally sheets.

Compensation Consultant

The Compensation committee has the authority under its charter to retain outside consultants to provide
assistance. In accordance with this authority, the committee engaged Hay Group, Inc. as its independent
compensation consultant for 2007. One of the primary functions of the consultant is to provide market data to the
Committee concerning compensation of comparable companies in order 1o assist the Committee in determining
whether the compensation system is a reasonable and appropriate means to achieve the business objectives of
Vectren. The committee has reengaged the Hay Group, Inc. as its independent compensation consultant for 2008.

Deductibility of Executive Cdmpensation

In 1993, Congress enacted Section 162(m) of the Internal Revenue Code, which disallows corporate
deductibility for “compensation” paid in excess of one million dollars to the individual executives named in the
Summary Compensation Table unless the compensation is payable solely on achievement of an objective
performance goal. The At Risk Plan, as re-approved by our shareholders in April 2006, has been structured to
give the committee the discretion to award compensation which satisfies the requirements of Section 162(m) of
the Internal Revenue Code. Consequently, the committee intends to the extent practical and consistent with the
best interests of us and our shareholders to use compensation policies and programs that preserve the tax
deductibility of compensation expenses. The At Risk Plan also requires deferral of any payment to these
executives if the deduction would be eliminated by Section 162(m) until the deduction would no longer be
eliminated or the executive officer separates from service. The delayed payment is automatically transferred to
our non-qualified deferred compensation plan.

Compensation Discussion and Analysis

The Compensation committee has reviewed and discussed the Compensation Discussion and Analysis
required by [tem 402(b} of Regulation S-K with management and, based on such review and discussions, the
Compensation cominittee recommended to the Board that the Compensation Discussion and Analysis be
included in this Proxy Statement and incorporated by reference to the Company’s Annual Report on Form 10-X.

Compensation and Benefits Committee

Jean L. Wojtowicz, Chair,
Anton H. George,

Martin C. Jischke,

Richard W. Shymanski, and
Michael L. Smith

COMPENSATION DISCUSSION AND ANALYSIS

LU

In this “Compensation Discussion and Analysis™ section the terms “we,” “our,” and *'us” refer to Vectren
Corporation and the term “Committee” refers to the Compensation and Benefits committee of Vectren’s Board of
Directors.

Forward-looking statements

The following discussion and analysis contains statements regarding future individual and Company
performance targets and goals. These targets and goals are disclosed in the limited context of our compensation
programs and should not be understood to be statements of management’s expectations or esiimates of results or
other guidance. We specifically caution investors not to apply these statements to other contexts.
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Ohjectives of Vectren’s Compensation Programs

The primary objectives of our executive compensation programs are as follows:

Compensation shouid be based on the level of job responsibility, individual performance, and Company
performance. As employees progress to higher levels in the organization, an increasing proportion of their
pay should be linked to Company performance and shareholder returns, because they have more ability to
affect the Company’s results.

Compensation should reflect the value of the job in the marketplace. To attract and retain a highly skilled
workforce, we must remain competitive with the pay of other employers who compete with us for talent.
Our compensation programs are designed to be competitive with market practices for comparable sized
companies in the U.S. utility and industrial markets, with the data that we take into consideration
weighted 75% and 25%, respectively, to approximate our mix of utility and non-utility business.

Compensation should reward performance. Our programs should deliver top-tier compensation given
top-tier individual and Company performance; likewise, where individual performance falls short of
expectations and/or Company performance lags the industry, the programs should deliver lower-tier
compensation. In addition, the objectives of pay-for-performance and retention must be balanced. Even in
periods of temporary downturns in Company performance, the programs should continue to ensure that
successful, high-achieving employees will remain motivated and committed to us.

While all executives receive a mix of both annual and longer-term incentives, executives at higher levels
have an increasing proportion of their compensation tied to longer-term performance because they are'in
a position to have greater influence on longer-term results.

In assessing the appropniate overall compensation level for our executive officers, including our Chief
Executive Officer, the Committee considers numerous factors and challenges facing our business, including:

our need to attract and retain effective management;
the increasingly competitive markets in which we operate;
the frequency, timing and complexity of necessary rate increases,;

the economic conditions and resulting business challenges in the Midwest compared to other regions of
the country;

the increasing environmental regulation of our operations and the resulting impact on the cost of our
products and services;

the challenges and potential cost to access capital to finance our ongoeing operations;

the impact of the increasingly volatile natural gas commodity market on our regulated operations and on
customer consumption patterns; and

The growing importance {significance) of our non-regulated business businesses to the Company’s
overall success.

While the Committee utilizes tally sheets as part of its total compensation review for each executive officer,
the Committee does not take any' specific action based upon a tally sheet. Compensation determinations are
driven by the factors listed above.
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Executive Compensation Strategy and Process

The Committee has established a number of processes to assist it in ensuring that the Company’s executive
compensation program is achieving its objectives. Among those are;

* Assessment of Company Performance. The Committee uses Company performance measures in two
ways, First, in establishing total compensation ranges, the Committee considers various measures of
Company and indusiry performance, including earnings per share, return on equity, and total shareholder
return. The Committee does not apply a formula or assign these performance measures relative weights.
Instead, it makes a subjective determination after considering such measures collectively. Second, as
described in more detail below, the Committee has established specific Company performance measures
that determine the size of payouts under the Company’s incentive programs.

o Assessment of Individual Performance. Individual performance has a strong impact on the
compensation of ail employees, including the Chief Executive Officer and the other executive officers.
Annually, each member of the board of directors completes a comprehensive evaluation of the CEO’s
performance on a range of different performance measures including both financial and strategic
achievements. The chair of the Committee then reports the results of this process to the full board in
executive session. The Committee meets to summarize and discuss thie results of the evaluation process.
For the other named executive officers, the Committee receives a performance assessment and
compensation recommendation from the Chief Executive Officer and also exercises its judgment based on
the Board’s interactions with the executive officer. As with the Chief Executive Officer, the performance
evaluation of these executives is based on achievement of pre-agreed objectives by the executive and his
organization, his contribution 1o the Company’s performance, and other leadership accomplishments.

* Benchmarking. The Committee benchmarks the Company’s programs, with a peer group of gas and/or
electric utility groups which also include non-utility operations. The Committee uses the peer group data
primarily to ensure that the executive compensation program as a whole is competitive, meanifg
generally within the broad middle range of comparative pay of the peer group companies when the
Company achieves the targeted performance levels. The individual's relative position is driven by
individual and Company performance.

¢ Total Compensation Review. The Committee reviews each executive’s base pay, bonus, and equity
incentives annually with the guidance of the Commitiee’s independent consultant. In addition to these
primary compensation elements, the Committee reviews the deferred compensation programs, perquisites
and other compensation, and payments that would be required under various severance and
change-in-control scenarios.

While the Committee reviews inlernal pay equity, it does not adhere to any multiple of pay policy or
maximum or minimum levels of compensation.

Material Differences in Compensation Policies for Individual Named Executive Officers

The Committee conducts an annual performance review of the Chief Executive Officer based on his
achievement of the agreed upon objectives, contributions to the Company’s performance and leadership
accomplishments. For the other named executive officers, the Committee receives a performance assessment from
the Chief Executive Officer and exercises its judgment based on the Board’s interaction with the particular executive
officer. As noted above under the caption “Executive Compensation Strategy and Process”, compensation is based on
the level of job responsibility, Company performance and individual performance. In addition, as part of the
benchmarking process the Committee reviews market information for Vectren’s peer group of energy related
companies, listed on page 29 of the Proxy Statement, with respect to the levels of compensation for executive
positions similar to those held by our named executive officers. Market comparability is an important factor in
determining the amount of compensation awarded to the individual named executive officer. Market data reflects that
the chief executive officers of our peer companies are paid higher, and with a greater proportion of at risk
compensation, than other executive officers.
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Compensation Consultant '

The Compensation Conunittee has the authority under its charter to retain outside consultants to provide
assistance. In accordance with this authority, the Committee engaged Hay Group, Inc. as its independent
consultant for 2007. The consultant reports direcily to the Committee and attends the regularly scheduled
meetings of the Committee. Hay Group confines its services to executive compensation and other compensation
and benefit matters that are reported to the Committee. Hay Group also provides services to the Nominating and
Corporate Governance committee with respect to compensation for non-employee members of the Board. The
consultant provides an additional measure of assurance that the Company’s executive compensation program is a
reasonable and appropriate means to achieve our objectives. The consultant’s role is to advise the Committee on
all executive compensation matters, including the following:

* Executive compensation philosophy and sirategy;

* Executive compensation market analysis, which includes a competitive comparison of Vectren pay levels
to market practice for base salary, total cash compensation (base salary plus bonus) and total direct
compensation (iotal cash compensation plus long—term incentive opportunities);

* Guidance on executive compensation incentive plans, agreements, targets and performance measures; and

* Advice on rules, regulations and developments in executive compensation.

Role of Management in the Compensation Process

Compensation determinations for our five named executive officers, including the Chief Executive Officer,
are made by the Compensation Committee. The Committee delegates certain duties to, and solicits
recommendations from, the Chief Executive Officer. As a representative of management, Mr. Ellerbrook
provides recommendations to the Committee regarding the compensation and annual and long-term incentive
opportunities for the other executive officers. He receives and reviews market data from the Committee’s
independent consultant. After considering that data, as well as the overall performance of each officer, the
officer’s contribution to the Company over the past year, the officer’s experience and potential, and any change
in the officer’s functional responsibility, Mr. Ellerbrook also takes internal pay equity into account in making his
recommendations. Mr. Ellerbrook’s recommendations are reviewed by the Committee with assistance from its
independent compensation consultant, and the Committee can accept or make upward or downward adjustments
to the recommended amounts. Determinations regarding short-term and long-term incentive opportunities for all
officers are made by the Committee. Mr. Ellerbrook and other members of management in attendance at
Committee meetings are excused when decisions regarding compensation are discussed by the Committee.

Elements of Vectren’s Compensation

Our total compensation program for officers includes base salaries, annual and long-term incentive
opportunities under the At Risk Plan, retirement and welfare benefits, and minimal perquisites.

Base Salary

Base salaries are the guaranteed element of cash compensation and are set relative to each position’s
functions and responsibilities, with the intention of being competitive with market practices. Market data is
provided to the Committee by its independent consultant. Establishing market-based salaries provides an
objective standard by which to judge the reasonableness of our salaries, maintains our ability to compete for and
retain qualified executives, and ensures that internal responsibilities are properly rewarded. The base salary paid
in 2007 to our five named executive officers is shown in column (c) of the Summary Compensation Table on
page 31.
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Annual Incentive Compensation

Consistent with our compensation ohjectives, as employees progress to higher levels in the organization, a
greater proportion of overall compensation is linked to Company performance and shareholder returns.
Accordingly, all of our officers have a significant portion of their total compensation at risk. Participation in the
shareholder-approved At Risk Plan, which includes the Chief Executive Officer, is extended to officers and other
key employees designated by the Committee in light of the roles that they play in achieving financial and
operating objectives. The At Risk Plan provides for the payment of at risk compensation ip the form of cash,
stock options, restricted stock, stock appreciation rights, performance awards or other stock unit awards. Annual
incentive opportunities under the At Risk Plan are based on the Committee’s annual review of prevailing
practices for comparable positions among similar companies of comparable size. The Committee determines the
potential incentive award each year and bases the target award upon a percentage of each participant’s base
salary. During the past year, target annual incentive opportunities for executive officers, excluding the Chief
Executive Officer, ranged from 40% to 60% of base salary,

The following table summarizes the weighting of performance metrics used by the Committee to determine
the 2007 annual incentive opportunity under the At Risk Plan for the executive officers included in the Summary
Compensation Table:

. Company . Customer Equivalent
Executive EPS Satisfaction Safety  Availability
Niel C. Ellerbrook . ....... e e e 0% 10% 10% 0%
Jerome A.Benkert, Jr. .. ... ... e 80% 10% 10% 0%
Carl L. Chapman .................. e 80% 10% 10% 0%
Ronald E. Christian .. ........ e e et e 80% 10% 10% 0%
William S. Doty ... ... e T0% 10% 10% 10%

» EPS—our achievement of specified earnings per share (“EPS”) levels.

+ Customer Satisfaction—our achievement of specified levels of customer satisfaction based upon three
measures:

+ ASA or “Average Speed to Answer’—measures speed of answer for our Customer Contact
Center;

« Perception—measures customer perception of our Customer Service; and
+ Contact—measures the satisfaction of individuals we have recently served.
+ Safety—the minimization of OSHA recordable accidents.

* Equivalent Availability—the achievement of a specified level of equivalent availability at our electric
utility generation facilities.

For each metric, a range of performance levels and corresponding award levels was established for 2007:
threshold (zero'payment), target, and maximum' (two times target incentive). Linear interpolation is used for
results between threshold, target and maximum, Actual award payouts are a function of achievement of
predetermined target performance levels. The Commitiee has authority to decrease, but not increase, a payout to
the executive officers included in the Summary Compensation Table.

For 2007, the primary driver of our annual incentive award was EPS with a target of $1.72. As shown in the
table above, other non-financial metrics have a significantly smaller impact. The Committee reserved the
discretion to adjust EPS for certain predetermined events. Actual 2007 results (adjusted pursuant to the reserved
discretion to exclude results from our coal based synthetic fuel investment and other related activities, which had
the effect of lowering the awards) were as follows: EPS—165% of target; Customer Satisfaction—200% of
target; Safety—85.7% of target; and Equivalent Availability—140% of target. The annual incentive amount paid
to each named executive officer is reflected in Column (g) of the Summary Compensation Table.
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The table below shows the metrics and various performance goal levels for the 2008 annual incentive
opportunity:

Customer Satisfaction Equivalent
EPS  ASA(sec) Perception Contact Safety Availahility

Threshold .. .. ... i i $1.75 60.0 90.0% 900% 47 87.4%
Target .............. e e e $1.95 40.0 94.0% 940% 33 90.4%

Maximum . ...t 5215 250 96.0% 96.0% 27 93.4%

Beginning in 2007, for most of our vice presidents, other than our five named executive officers, we
instituted the use of individual performance objectives for up to 20% of the target amount of the annual incentive
opportunity. These objectives are intended to be in alignment with our corporate strategy and are subject to
review, approval and measurement by the Committee.

Long-Term Incentive Compensation

The purpose of the long-term incentive opportunity under the At Risk Plan is to retain our officers and key
employees, direct their strong motivation toward the attainment of our long-term growth and profit objectives
and focus on the attainment of shareholder value. Under the At Risk Plan, the Committee determines the
executive officers, as well as other officers and key employees, to whom grants will be made and the percentage
of each officer’s base salary to be used for determining the amount of the grants to be awarded. The amount of an
officer’s total compensation that is granted in equity opportunities is based on industry market practices, our
business strategies, the individual’s' scope of responsibility and the individual’s ability to impact total shareholder
return and return on equity. '

Like the potential cash payment that may be received as the annual incentive opportunity under the At Risk
Plan, this component of total compensation is alsd performance driven and totally at risk. Actual award payouts
are a function of achievement of predetermined target performance levels.

In April 2001, shareholders approved the adoption of the At Risk Plan. The At Risk Plan was reapproved by
our Board of Directors on February 22, 2006 and by our shareholders on April 26, 2006. After the January 1,
2008 grant, the Plan, as reapproved, currently reserves for issuance approximately 2.8 million shares of new
awards.

Effective May 1, 2001, the first equity grant was awarded to our executives from the At Risk Plan. No
further awards were made under the At Risk Plan until 2003. In 2003, the Committee began a practice of granting
equity awards annually. Since 2003, the decision to provide equity awards to our executives has been made in
December with, an effective date of January 1 the following year. The January 1 grant date aligns our equity
awards and related performance goals with our fiscal year and business strategies, strengthening the linkage
between our executive compensation programs and actual performance. '

'

' |
Initially, grants included stock options, as well as performance-based restricted stock. The Committee
decided effective with the January 1, 2006 grant to move away from grants of a combination of stock options and
performance-based restricted stock to solely performance-based restricted stock, and, effective January 1, 2008,
added a stock unit award alternative. The movement away from stock options to performance based restricted
stock and stock unit awards was intended to accomplish the following:

+ Link a greater portion of long-term incentive compensation to predetermined performance goals (i.e.,
relative total shareholder return and earned return on equity performance); and

+ Manage and contro} future share usage for incentive compensation plan purposes.
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Prior to the January 1, 2006 grant, a very large peer group of energy related companies was utilized. In
December 2005, the Committee reviewed the composition of the peer group that had been in use to determine our
relative total shareholder return performance. The Committee analyzed data on customer mix (gas and electric),
SIC code, annual revenues, market capitalization, and mix of regulated and nonregulated business. Based on this
review, the Committee decided to modify the peer group to a smaller group of approximately 30 companies,
including Vectren that could be more readily tracked for performance comparison purposes and would more
closely align with our attributes and business model. In order to be included in the peer group each year, a
company must satisfy all of the following criteria:

A) Beincluded in one of the following SIC Codes:
4911: Electric Services,
4923: Natural Gas Transmfssion & Distribution Services,
4924: Natural Gas Distribution,
4931: Electric & Other St;,rvices Combined and
4932: Gas & Other Services Combined;
B} Own natural gas distribution assets;
C) Be U.S. domiciled;
D) Have a minimum three year operating history, including a predecessor company;

E) Utlity operations must have a three year average contribution greater than 50% of consolidated
earnings; and

F) Have a three year average market capitalization of between $0.5 and $7.0 billion.

The smaller peer group utilized for the January 1, 2007 grénl consists of the following companies:

AGL Resources Inc. ALLETE, Inc.
Alliant Energy Corporation Atmos Energy Corporation
Avista Corporation CenterPoint Energy, Inc.

CH Energy Group, Inc. Energy East Corporation

Integrys Energy Group, Inc.* New Jersey Resources Corporation
The Laclede Group NiSource Inc.

Nicor Inc. Northwest Natural Gas Company
Northeast Utilities Pepco Holdings, Inc.

NSTAR PNM Resources, Inc.

Piedmont Natural Gas Company, Inc. SCANA Corporation

Pug;el Energy, Inc. South Jersey Industries, Inc.

Sierra Pacific Resources TECO Energy Inc.

Southwest Gas Corporation Vectren Corporation

UniSource Energy Corporation Wisconsin Energy Corporation

WGL Holdings, Inc.

*  Peoples Energy Corporation and WPS Resources, which were both listed as peer group companies at the
start of 2007, merged on February 1, 2007 to form Integrys Energy Group, Inc.
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Effective August 24, 2007, KeySpan Corporation merged with a subsidiary of National Grid, PLC and, as a
result, it is no longer in the peer group. Based on the selection criteria referenced above, the peer group utilized
for the January 1, 2008 gram was modlﬁed to include an additional company, Emplre District Electric.

, : o

Prior to the January 1, 2006 grant, performance-based restricted stock was measured solely on relative total
shareholder return. At its December 2005 meeting, the Committee determined that a second performance goal,
return on equity, would be added to future grants of performance-based restricted stock. The second measure
added an absolute measure to the relative total shareholder return measurement {(“TSR”) for the performance-
based restricted grants beginning with the January 1, 2006 grant. Grants of restricted stock in 2007 and restricted
stock and stock units in 2008 are performance-based and carry these measures.

For 2007, the number of restricted shares granted by the Committee at its December 2006 meeting was
calculated using our closing stock price on the NYSE on November 22, 2006 and discounted for risk of forfeiture
over the three-year performance period and over the additional one-year vesting period that follows the
performance cycle. The grants of restricted stock were effective as of January 1, 2007. The ultimate amount of
these grants will be determined equally by (1) our total shareholder return performance relative to the peer group
listed above, and (2) our earned return on equity performance, with a threshold of 7%, target of 10.5%, and
maximum of 14% as established by the Committee. The pcrfon‘nance period is three years. Each metric has an
equal weight. The Committee will employ linear interpolation to calculate the payout on total shareholder return
performance, and if performance as compared to the peer group is below the 25 percentile, the result will be
complete forfeiture of that portion, while performance at the 90% percentile will result in a doubling of that
portion. The Committee also will employ linear interpolation to calculate the payout on earned return on equity
performance and performance below threshold will result in a complete forfeiture of that portion, while
performance at or above maximum will result in a doubling of that portion. Consistent with prior grants, subject
to limited exceptions, the recipient will be required to remain employed by us for one year after the’end of the
performance period before the grant will vest. , L

For the most recent performance period ending December 31, 2007, 100% of the original January 1, 2005
grant was forfeited because the sole method of measurement, relative total shareholder return, resulted in the
Company ending up in the fourth quartile among the larger peer groups previously utilized.

On December 20, 2007, the Committee authorized awards of performance-based restricted stock and stock
unit awards to be granted on January 1, 2008. Beginning with the 2008 grant, each officer was provided the
option of electing to receive his or her equity grant in the form of either restricted stock or stock unit awards. The
Committee used our closing price on the New York Stock Exchange on December 7, 2007 to determine the
number of shares and vnits included in the January 1, 2008 grant, discounted for risk of forfeiture over a three-
year performance period and one year additional vesting period. Performance of the January 1, 2008 grant will be
measured against the performance of our peer group companies noted above. The performance measurement will
be spread equally between (1) our total shareholder return performance, and (2) our earned return on equity
performance relative to a threshold of 7.6%, a target of 11.1% and a maximum of 14.6%. The payout will be

calculated in the same manner as described above in connection with the January 1, 2007 grant. The performance
period on this grant commenced on January |, 2008 and will conclude on December 31, 2010. Dividends or
dividend equivalents are paid directly to the holders of the stock or units during the restriction penod and are not
subject to forfeiture or other performance adjustments. Executives who elected to receive stock unit awards will
not have any voting rights with respect to those units. At the end of the performance period, the grant is subject
to a one-year holding period. All restrictions will lapse on December 31, 201 1.

Executives who elected to receive awards in the form of stock unit awards will receive the settlement of
their awards in cash, if at the time of vesting the recipient is in compliance with the then applicable share
ownership guidelines. If the executive fails to be in compliance at that time, the grant will be settled in Vectren
stock.
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It is the opinion of the Committee that the long-term plan meets the objective of providing executive

officers, as well as other principal officers and key employees, with the appropriate long-term interest in
maximizing shareholder value. A participant’s retention of or increased level of equity is contingent upon the
additional enhancement of shareholder value of our common stock relative to the performance of our peer
companies and enhancement of our earned return on equity. In addition, the vesting restriction provides an added
incentive for longer term focus and retention. The Committee does not retain discretion to increase the ultimate
amount of the grant to the executive officers named in the Summary Compensation Table if the performance
criteria are not satisfied.

The following table shows the compensation paid to or earned by each of the named executive officers

during the fiscal year ending December 31, 2007.

2007 SUMMARY COMPENSATION TABLE

Change in
Pension Value
and
Nonqualified
Non-Equity Deferred
Stock  Option Incentive Plan Compensation AN Other
Salary Bonus Awsards Awards Compensation Earnings Compensation  Total

Name and Principal Year ($) X1 N $)2) ) ($)4) ($)(5) %
Position{a) (b) {c) {d) (e) (g) (h} (i) )
Niel C. Ellerbrook ......... 2007 $719.906 30 $ 906,367 $ 0 $989,521 $468,897 $420,453 $3,505.144
2006 $697.001 30  $1,004994 $ 0 $259.,627 $252.879 $427,020 $2.731,521
Jerome A. Benkert, Jr. . .. ... 2007 $339,555 30 0§ 152,648 $12470 $274,577 § 5553 $133,853 $ 918,656
2006 $328,002 $0 $ 266,229 344,437 $ 68,847 $ 32,004 $137,682 $ 877.201
Carl L. Chapman .......... 2007 $396,944 S0 § 240919 $15,347 $385,371 $ 27,048 $173,639 $1,239,268
2006 $379,001 $0 § 347,667 $53,550 $147,752 $ 78,098 $170,149 $1,176,217
Ronald E, Christian ........ 2007 $320,758 $0 5 131,583 $11,990 $259,323 $ 6,897 $150,232 $ 880,783
2006 $310,000 SO § 254,877 $41,767 $ 65,092 $ 18,060 $154,071 $ 843,367
William S. Doty .......... 2007 $280,166 30 5 160333 % 0 $178,305 $200,844 § 93,318 $ 912966
2006 $271400 S0 0§ 198,247 § 0 $ 68,973 $102.478 $ 90,549 $ 731647

(1) SEC rules require performance-based awards to be included in column (g) Non-Equity Incentive Plan

(2)

Compensation

The compensation cost for stock and option awards represents the amortization of an award’s value over its
service period as defined by SFAS 123R. Therefore, the dollar amounts reflected in these columns include
amounts from awards granted in and prior to 2007. The cost presented in the table has been adjusted from
the cost recognized under SFAS 123R for financial statement reporting purposes for the effect of
performance-based forfeitures which occurred in 2007 and 2006. The tabie above contains the impact of
forfeitures only to the extent compensation cost associated with forfeited shares was included in the table in
a previous year. For the year ended December 31, 2007, the actual cost of equity awards recognized in the
financial statements under SFAS 123R was as follows: Ellerbrook: $632,730; Benkert: $71,168; Chapman:
$139,069; Christian: $50,103; and Doty: $106,013. As disclosed in the prior year Proxy Statement, for the
year ended December 31, 2006, the actual cost related to equity awards recognized in the financial
statements under SFAS 123R was as follows: Ellerbrook: $756,716; Benkert: $163,958; Chapman:
$245,396; Christian: $168,345; and Doty: $133,374. Assumptions used in the calculation of these awards
are included in Note 9 to the Company's audited financial statements for the fiscal year ended December 31,
2007 included in the Company’s Annual Report on Form 10-K filed with the SEC on February 20, 2008, In
2007, the entire amount of the January 1, 2005 restricted stock grant was forfeited, and in 2006
approximately 58% of the January 1, 2004 restricted stock grant was forfeited.
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The amounts shown 'in this column are exclusively cash awards under the Company’s At Risk
Compensation Plan for 2007 and 2006 performance, which is discussed above under the heading “Annual
Incentive Compensation” in the Compensation Discussion and Analysis. o -

This column reflects the increase in the actuarial present value of the named executive officer's benefits
under all pension plans of the Company, determined using interest rate and post—rellrement mortal:ty
assumptions consistent with those used in the Company s financiai statements. No above market eammgs

are paid in the Company’s deferred compensation plan. ;

This column reflects dividends paid on restricted shares issued under the Vectren Corporation Executive
Restricted Stock Plan and the At Risk Compensation Plan (Ellerbrook: 2007-$211.823, 2006—$192,378;
Benkert: 2007—$56,476, 2006—$53,643; Chapman: 2007—$79,336, 2006—%$67,665; Christian: 2007—
$52,868, 2006—$50,415; Doty: 2007—%$39,353, 2006—$34,324), contributions to the retirement savings
plan (Ellerbrook: 2007—$13,500, 2006—$13,200; Benkert: 2007—$13,500, 2006—§13,200; Chapman:
2007—5$13,500, 2006—3%$13,200; Christian: 2007—$13,500, 2006—$13,200; Doty: 2007—8$6,750, 2006—
$6,600), the dollar value of insurance premiums paid by, or on behalf of, the Company and its subsidiaries
with respect to insurance (term life) for the benefit of executive officers (Ellerbrook: 2007—3%5,754, 2006—
$6,648, Benkert: 2007—$2,975, 2006—3%$3,406; Chapman: 2007—3$3,480, 2006—$3.973; Christian: 2007—
$2.810, 2006—$3,220; and Doty: 2007-$2,453, 2006—$2.817), deferred compensation contributions to
restore employer contributions to the Company Retirement Savings Plan (Ellerbrook 2007—$45,272,
2006—8$70,690; * Benkert:  2007-$11,004, 2006—517,535; Chapman: 2007—$19,182, 2006—827, 170;
Christian: 2007—$9,651, 2006—$15,833; and Doty: 2007-—$3,724, 2006—$5 770}, and year‘; 2006 'and
2007 each reflect one of fwo installment payments in lieu of post retirement life. insurance. Each payment
was in the following amount: (Ellerbrook: $i44,104; Benkert: $49,898; Chapman: $58,141; Christian:
$71,403; and Doty: $41,038).

The following table reflects the short and long term grants awarded from our At Risk Compensation Plan to

the five named executives shown in the Summary Compensation Table on page 31.

2007 GRANTS OF PLAN-BASED AWARDS TABLE

All All
il A
Estimated Future Fstimated Future toc piron ran
Payouts Under Non- Payouts Under -Awards:  Awards:  Exercise  Date
Equity Incentive Plan Equity Incentive N“:‘rber Nm‘:lrbe;rl ' 0;;:::" F:;."SYO':_II':E
Awards(l) Plan Awards(2) Sharcs  Securitles of and
Thres Thres of Steck Underlying, Option  Options
Approval hold Target Maximum hold Target Maximom or Unils Options ‘Awards  Awards
Name Grant Date = (8), (% ) . # (# # w -, (#Sh) - ($)Y
L Date (b) (C) {d) (&) U ® (h} () (4) (K} )
Niel C. Ellerbrook ... .... 17172007 IWSQOOG 20,250 54,000 108,000 NA NA NA  $1.529,280
NA 0 580,000 1,160,000 . ' NA NA NA
Jerome A. Benkert, Ir... .. 1/172007 12/8/2006, 5,250 14,000 28,000 . NA NA NA § 396480
" NA 0 171,000 342,000 NA NA NA
Carl L. Chapman ........ 1/1/2007 12/8/2006 7.725 20600 41,200 -NA NA "NA  § 583392
. NA 0,240,000 480,000 . - NA NA Na .
Ronald E. Christian . ... .. lll!ZOO’i 12/8/2006 4,500 12,000 24,000 NA NA NA $ 339,840
NA 0 161,500 323,000 NA® NA NA
William S. Doty ........ 17172007 127812006 3,750 10,000 20,000. NA- NA NA § 283200
NA 0 112,800 225600 . Na NA | NA .
(1) These columns reflect the range of short-term incentive payouts for 2007 performance under the At Risk

@

Compensation Plan described on pagés 27-28 under Annual Incentive Compensatlon in the Compensation
and Discussion and Analysis. For 2007 performance the actual paycut in 2008 of 160% of target is shown
on column (g) of the Summary Compens.mon Table.

On December 8, 2006 the Compensauon and Benefits Commmee authorxzed awards of restncled stock to
be granted on January 1, 2007. The measurement period on this grant commenced on January 1, 2007 and
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will conclude on December 31, 2009. After the end of the performance period, the grant is subject to a
one-year continued employment holding period and all restrictions will lapse on December 31, 2010. See
“Compensation Discussion and Analysis—Long-Term Incentive Compensation” for a discussion of the
performance measures applicable to these grants,

Since these awards were liability awards defined in SFAS 123R that are accounted for using the settlement
date fair value, the Company used the closing price on the NYSE on January 3, 2007, the first trading day in
2007 as an estimate of the grant date fair value i

The table below provides information on the stock option exercises during the fiscal year ending

December 31, 2007 and the restricted stock vesting that occurred on December 31, 2007 for the named executive
officers in the Summary Compensation Table,

2007 OPTION EXERCISES AND STOCK VESTED TABLE

Cption Awards Stock Awards
Number of Value Number of
Shares Realized on Shares Value

Acqguired on Exercise Acquired on  Realized on

Name Exercise (#) $)(1) Vesting (#)  Vesting ($)(2)
@ . (b) (c) (d) (e)
Niel C.Ellerbrook .. ... 18,090 $524,791
Jerome A. Benkert, Jr. ....... ... .. ..... .. e 30,000 $183,600 5,469 $158,656
CarlL.Chapman .......... ..o 5,469 $158,656
Ronald E.Christian .. ........... ... 0.t 50,000 $309,780 4,628 $134,258
William S. Doty ... 29,053 $188,343 2,987 $ 86,653
(13 Represents the difference between market value on date of exercise and exercise price.

2

Represents value of restricted shares pursuant to a January 1, 2005 performance grant that vested on
December 31, 2007. The closing price for shares of the Company’s common stock on the New York Stock
Exchange on December 31, 2007, which was the last trading date of the year, was $29.01. Mr. Doty elected
to defer this amount into the company’s nonqualified deferred compensation plan which is described in
“Nonqualified Deferred Compensation.”

33




The following table includes information on all equity grants outstanding at December 31, 2007 for the
named executive officers in the Summary Compensation Table.

2007 OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END TABLE

Option Awards - Stock Awards
Equity Equity
Incentive Incentive
Plan Plan
Awards:  Awards:
Number Market or
Equity Number Market of Payout
Incentive of  Value of‘Unearned Value of
Plan Shares Shares Shares, Unearned
Awards: or Units or Units Unitsor  Shares,
Number of Number of Number of of Stock of Stock  Other Units or
Securities Securities Securities - That - That Rights Other
Underlying  Underlying  Underlying Have  Have That Rights
Unexercised Unexercised Unexercised Option Option Not Not Have Not That Have
Options (#)  Options (%) Unecarned Exercise Expiration Vested Vested Vested Not Vested
Name Exercisable Unexercisable(1) Options (#) Price($) Date M2y (HH #(4) ($X5)
(2) (b} () (d) (e) ) (g} (h) (i) ()
Niel C. Ellerbrook 230,000 $22.540 5/1/2011 0 %0 108,400 33,144,684
125,000 $23.190 1/172013
71,000 $24.740 1/1/2014
85,100 $£26.630 1/1/2015
Jerome A. Benkert, Jr. 37,500 $23.190 1/1/2013 0 30 27,000 $ 783,270
21,000 $24,740 1/1/2014
26,000 $26.630 1/1/2015 .
Carl L. Chapman ..... 85,0600 $22.540 5/1/2011 o $0 42,000 $1,218,420
37,500 $23.190 /172013
21,000 $24.740 1/1/2014
32,000 $26.630 1/1/2015
Ronald E. Christian 30,000 $23.190 1/1/2013 0 30 25,000 § 725,250
18,000 $24.740 1/4/2014
25,000 $26.630 1/1/2015
William $. Doty ...... 4,936 $20.255 7/19/2009 0 $0 20,000 3 580,200
15,000 $23.190 1/1/2013
2,300 $22.570 1/1/2013
12,000 $24.740 /172014
16,000 $26.630 1/1/2015

(1) On January 1, 2008 all outstanding options were vested.

(2) This column represents the number of restricted shares outstanding by each named executive officer as of
January 1, 2008 that have met the performance period but are subject to a one-year holding period, in which
the recipient must remain an employee of the Company. These awards were measured on December 31,
2007 and would generally fully vest on December 31, 2008. Because the Company’s performance relative to
its peers fell below the 25% percentile, in accordance with the grant, the shares were forfeited on

December 31, 2007.

3
granted in 2005.
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(4) This column represents the number of restricted shares outstanding by each named executive officer on
December 31, 2007. For Mr. Ellerbrook the balance includes 54,400 restricted shares awarded January 1,
2006 and 54,000 restricted shares awarded January 1, 2007. For Mr. Benkert the balance includes 13,000
restricted shares awarded January 1, 2006 and 14,000 restricted shares awarded Janvary 1, 2007. For
M. Chapman the balance includes 21,400 restricted shares awarded lanuary 1, 2006 and 20,600 shares
awarded January 1, 2007. For Mr. Christian the balance includes 13,000 restricted shares awarded
January 1, 2006 and 12,000 restricted shares awarded January 1, 2007. For Mr. Doty the balance includes
10,000 restricted shares awarded January 1, 2006 and 10,000 shares awarded January 1, 2007, These awards
have the following measurement and vesting dates: January 1, 2006 grant—measurement date ends on
December 31, 2008 and vests on December 31, 2009 and January 1, 2007 grant—measurement date ends on
December 31, 2009 and vests on December 31, 2010. These grants are subject to forfeiture as provided by
the At Risk Plan.

(5) This column represents the market value of the unvested and unearned restricted stock at December 31,
2007. The closing price on December 31, 2007 was $29.01. The total number of shares in this column is
subject to performance adjustments and are subject to forfeiture.

RETIREMENT BENEFIT PLANS

Our executive officers are eligible to participate in our defined benefit and defined contribution plans,
subject to Internal Revenue Code limitations on allowable compensation for benefit calculation purposes, as well
as for limits on the amount of benefits or contributions allowed. For 2007, the Internal Revenue Code limited the
amount of earnings that can be used to calculate a pension benefit to $225,000 and the amount of annual pension
that can be paid from a tax qualified plan to $180,000. The defined berefit plan consists of a cash balance
formula and a traditional final average pay formula. These plans are available to all non-union eligible
employees.

Executive officers have access to restoration plans that restore the benefits and contributions mentioned
above in light of the Internal Revenue Code compensation and benefit limits. To the extent any contributions to
the defined contribution plans are reduced by reason of Internal Revenve Code limits, we will make up these
contributions in an unfunded, non-qualified deferred compensation plan arrangement. ‘Also, to the extent any
benefits under the defined benefit pension plan are limited by Internal Revenue Code limits, the benefits are
restored under an unfunded nonqualified plan. The amounts paid under the restoration plans are unfunded and are
paid from our general assets. We also have a supplemental pension plan which covers the named executive
officers.
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The following table provides the actuarial present value of each named executive officer’s total accumulated
benefits under each of our pension plans in which the executive has participated in the past fiscal year. The
present value of accumulated benefits is calculated using interest rate and mortality rate assumptions consistent
with those used in our financial statements. No payments were made under the pension plans to the named
executive officers during 2007.

2007 Pension Benefits Table

Number Payments
of Years Present During
Credited  Value of Last
Service Accumulated  Fiscal
Name Plan Name (1) # Benefit ($)  Year ($)
@ {h) (c) (d) (e)
Niel C. Ellerbrook ..... Vectren Corporation Combined Non-Bargaining Retirement Plan 27.08 § 493211 $0
Vectren Corporation Nonqualified Defined Benefit Restoration Plan 27.08 - 32477486 - $0
Vectren Corporation Unfunded Supplemental Retirement Plan for a Select
Group of Management Employees 27.08 $1,041.524 $0
Jerome A. Benkert, Jr. .. Vectren Corporation Cash Balance Benefit 21.58 $ 106,367 $0
Vectren Corporation Nonqualified Defined Benefit Restoration Plan 2158 5 53,650 $0
Vectren Corporation Unfunded Supplemental Retirement Plan for a Select
Group of Management Employees 21.58 $ 50,257 30
Carl L. Chapman ...... Vectren Corperation Cash Balance Benefit 22.25 $ 139,506 $0
Vectren Corperation Nonqualified Defined Benefit Restoration Plan 22.25 $ 93412 $0
Vectren Corporation Unfunded Supplemental Retirement Plan for a Select
Group of Management Employees 22.25 $ 232477 30
Ronald E. Christian .... Vectren Corporation Cash Balance Benefit 18.08 $ 100,062 $0
Vectren Corporation Nonqualified Defined Benefit Restoration Plan 18.08 $ 32732 30
Veetren Corporation Unfunded Supplemental Retirement Plan for a Select
Group of Management Employees 1808 3 0 $0
William §. Doty ....... Vectren Corporation Combined Non-Bargaining Retirement Plan 13.08 $ 341,869 30
Vectren Corporation Nonqualified Defined Benefit Restoration Plan 13.08 $ 213,347 $0
Vectren Corporation Unfunded Supplemental Retirement Plan for a Select
Group of Management Employees 1408  § 230,077 $0

(1) The Company sponsors a defined benefit pension plan covering full-time employees of the Company and
certain of its subsidiaries who meel certain age and service requirements. The Company’s plan covers
salaried employees, including executive officers, and provides fixed benefits at normal retirement age based
upon compensation and length of service, the costs of which are fully paid by the employer and are
computed on an actuarial basis. The pension plan also provides for benefits upon death, disability and early
retirement under conditions specified therein. The compensation covered by the plans includes the salaries
and non-equity incentive plan compensation shown under column (¢) and (g) of the Summary
Compensation Table. The Company aiso has a supplemental pension plan for certain officers that provides
fixed benefits at normal retirement age based upon compensation and is computed on an actuarial basis.
Years of service in excess of 30 are not used in calculating the benefit amount under the unfunded
supplemental retirement plan. Benefits under the supplemental plan are offset by Social Security and
benefits under the defined benefit plan and Retirement Savings Plan attributed to contributions made by the
Company and, as pertinent, one or more of its subsidiaries. Any differences between credited years of
service and actual years of service are attributable to vesting requirements and do not result in any benefit
augmentation.

Non-Bargaining Retirement Plan

The Vectren Corporation Combined Nonbargaining Retirement Plan is the qualified pension plan for all
salaried employees, including the named executive officers. The plan consists of a combination of a cash balance
formula and a traditional final average pay formula. The formula applicable to an executive depends upon which
company hired the executive.
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The pay used to determine the contribution credits in the cash balance formula and the final average pay for
the traditional final average pay formula is base salary and the annual incentive bonus paid in cash, For
determining benefits in this qualified plan, the pay is limited to an Internal Revenue Code limit, which was
$225,000 in 2007. . N

The executive has a vested right to his accrued benefit after five years of service. All the named executives
are vested in their accrued benefit., The accrued benefit is based on value of a cash balance account plus the
traditional final average pay (i.e. base salary and annual incentive cash bonuses) formula based on service and
compensation at the date of determination. In addition to the benefits at normal retirement, benefits. are paid from
this plan upon termination from.employment due to voluntary or-involuntary termination, disability, early
retirement, and death. - . '

The cash balance formula provides a benefit to the named executive officers equal to the final pay of the
officer multiplied by the following percentages plus an interest credit equal to the 10-year Treasury yield plus
1%;, Ellerbrook—2.5% per year; Benkert—3.5% plus $310 per year; Chapman—4.5% plus $310 per year,
Christian—2.5% plus $310 per year; and Doty $310 per year. In addition, Mr, Ellerbrook is entitled to a
traditional final average pay benefit equal to .55% times final average pay times years of service plus .53% times
final average pay in excess of Social Security covered compensation times years of service up to 35 years, and
Mr. Doty is eatitled to such a benefit equal to 1.52% times final average pay times years of service up to 30 years
plus .69% times final average pay times service between 30 and 40 years. The differences in pension benefits
among officers are primarily attributable to different tenures with the Company and its predecessors.

For voluntary or involuntary termination or early retirement, the executive is eligible for the accrued benefit
determined as of the date of termination or retirement. The executive may elect to receive the cash balance
portion as-a lump sum; otherwise it is paid in the form of an actuarially equivalent annuity. The traditional final
average pay portion is paid as. an annuity. For Mr. Ellerbrook, the traditional final average pay benefit may be
paid as early as age 50 in a reduced form and unreduced at age 63. The benefit is reduced by 6%.for each of the
years between ages 60 and 63 and reduced by 7% for each of the years between ages 50 and 60. For Mr. Doty,
the traditional final average pay benefit may be paid as early as age 55 in a reduced form and unreduced at age
62. The benefit is reduced by 2% for each of the years between ages 60 and 62 and by 5% for each of the years
between ages 55 and 60. -

For termination due to disability, the executive will continue to accrue benefits in his or her cash balance
account until age 65, unless the executive elects to receive the pension benefit. For Mr. Ellerbrook, he continues
to accrue benefits in the traditional final average pay portion until age 65. For Mr. Doty, he continves to accrue
benefits in the traditional final average pay portion for up to 2 years. The executive may elect to begin receiving
benefits under the early retirement provisions above based on the benefits accrued to the date of commencement.

Nonquallfied Defined Benefit Restoratlon Plan

+

The defined benefit restoration plan has the same formulas and conditions as the core defined benefit plan
described above. This plan restores the benefits that are lost due to Internal Revenue Code limitations.

Unfunded Supplemental Retirement Plan

Our supplemental retirement plan is based on final average pay and is offset by Social-Security and other
Company provided retirement benefits. The benefit at normal or early retirement is a target of 65% of final
average pay less Social Security and other Company provided retirement benefits.. This amount is reduced on a
pro rata basis for service less than 30 years and by Y15 for the first five years and Y30 for the next five years that
payments begin prior to age 65. An executive may only retire under this-plan if he is age 55 or over and has
completed 10 or more years of service at retirement. This benefit is payable under various actuarially equivalent
annuity options. An executive can terminate due to total disability. The disability benefit starts payment at age 65
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and continues for life and is the same as that described above for normal retifement. We believe this plan is a
necessary competitive benefit to attract and retain qualified executives in our industry.

Post-Retirement Life Insurance Replacement

We have traditionally provided our retired executives with post-retirement life insurance equal to one-time
base salary in effect on the date of retirement. While not a binding commitment, this traditional practice has
created an expectation in our executives and has certainly been considered by them as an important component in
their retirement planning. Since this obligation was underfunded, we determined that it was in the best interest of
us and our shareholders to eliminate the' benefit and the commensurate risk of our potential inability to provide
such insurance at retirement of an executive. Consequently, at the December 2006 meeting, the Committee
adopted, in liev of the post-retirement life insurance, a plan to make payments to certain officers in two equal
installments in January 2007 and July 2007. The second payment was due only if the executive to whom the
payment was to be made was employed on the relevant installment payment date. The payment amount was
calculated utilizing actuarial tables and a present value calculation. The payments made in January 2007 to the
named executive officers are reflected in the “All Other Compensation” column of the Summary Compensation
Table for 2006. The payments made in July 2007 to the named executive officers are reflected in the “All Other
Compensation” column of the Summary Compensation Table for 2007.

EXECUTIVE INSURANCE BENEFITS

We provide our executives with additional life and long-term disability insurance benefits with premiums
being paid by us. The life insurance benefit equals two times base salary. Long-term disability coverage is equal
10 60% of base salary plus the target amount for the executive’s annual incentive compensation. Both benefits
terminate upon the executive's termination of employment. The amount of life insurance premiums for the
named executive officers is included in the “All Other Compensation” column of the Summary Compensation
Table. The Committee determined this level of benefit is market competitive.

PERQUISITES

Our perquisites policy limits to $5,000 the annual eligible perquisites for our executive officers, and requires
a 20% co-payment for actual expenses. All other officers have a $3,000 annual maximum. Only financial, tax and
estate planning and health/athletic club dues are eligible expenses under the policy. |

EMPLOYMENT AND TERMINATION BENEFITS AGREEMENTS

The committee regularly reviews the Company’s change in control and severance arrangements and uses
peer group data to determine whether these arrangements are consistent with prevailing market practices.

In 2004, the Committee, with assistance from its independent compensation consultant, reviewed the market
competitiveness of the existing forms of employment agreements between our executive officers and certain
other officers and us. While that consultant concluded that our employment termination and change-in-control
benefits were market-based, the Committee decided to reduce the level of benefits provided. The Board of
Directors, acting upon the Committee’s recommendation, cancelled agreements with executive officers so as to
remove any obligation requiring us to pay severance if we provide, after expiration of the initial term, 12 months
prior notice of termination of the agreement. In addition, the Board eliminated any severance obligation, except
upon a change-in-control, to our Chair, and Chief Executive Officer. The Committee determined that these
benefits were not necessary for us tg recruit or retain talented management, and that elimination of the benefits
was in the shareholders’ best interests. .
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The new agreements accepted by the executive officers provide severance and change-in-control benefits, in
the amount of three times base salary and bonus for Messrs. Benkert, Chapman and Christian and two times for
Mr. Doty. The Committee determined these multiples based on advice received from -the Committee’s
independent compensation consultant as to what is a typical multiple for executive positions in our peer group
similar to those held by our named executive officers. The agreements also include continued health insurance, a
gross-up for excise taxes and related income taxes; immediate vesting of certain stock awards; and additional
service credits under our supplemental pension plan. The Committee structured these agreements in order to
provide greater benefits to the more senior executives who would be at greatest risk of termination following a
change-in-control. The forms of these agreements have been filed with the SEC.

Mr. Ellerbrook’s employment agreement was terminated in 2004 with his consent and was replaced by a
termination benefits agreement that is only triggered if there is a change-in-control, as defined in the agreement.
The termination benefits agreement provides for a payment, under defined circumstances, of an amount
equivalent to three times Mr. Ellerbrook’s base salary and the average of the last three annual incentive payments
or the then effective target annual incentive payment, whichever is higher. In addition, Mr. Ellerbrook would be
entitled to receive continued health insurance, additional service credits under our supplemental pension plan, a
gross-up for excise taxes and related income taxes and immediate vesting of certain stock awards. The
Committee believes that these benefits are reasonable because, in the event of a change-in-control, it is very
probable that our Chief Executive Officer will be terminated. The purpose of change-in-control severance-is Lo
maximize the executive’s ability to focus his or her efforts on implementing a transaction determined by the
Board to be in the shareholders’ best interests, without being distracted by concerns about his or her own
employment status. The termmatlon benefits agreement for the Chair and Chief Executive Officer has alsc been
filed with the SEC. :

At its meeting in December 2006, the_ Committee reviewed the change-in-control payments and benefits
described above. Based on information pr0v1ded by its independent consultant regarding such payments and
benefits provided by companies in our peer group, the Committee determined that our payments and benefits
were at the low end of the market measure for such payments and benefits.

NONQUALIFIED DEFERRED COMPENSATION

We have historically offered our executives the dpportunity to defer certain comperisation into our deferred
compensation plan(s). We have two deferred compensation plans. The first is frozen, meamng that eniployees
can no longer make contributions to that frozen plan but will continue to be paid benefits from that frozen plan
pursuant to its terms. The second plan is active, meaning that employees are current]y making contributions to
and receiving distributions from that actlve ‘plan pursuant to the ferms of that active plan.

We have two plans due to the passmg of the American Jobs Creation Act of 2004, which created a new
Section 409A of the Internal Revenue Code. Section 409A caused companies to fundamentally change the way in
which they manage deferred compensation. We believe that best practice for companies; including ours, which
had a deferred compensation plan as of the effective date of Section 4094, is to, first, freeze their current plan
‘and, second, create a new plan that complies with Section 409A. The Internal Revenue Service regulations
implementing Section 409A were finalized in October of 2007, but documentary compliance is not required until
the end of 2008. While we are operating under a new deferred compensation plan that is compliant with
Section 409A, the final documentatton of the new plan will be completed and approved in 2008.

Each named executive officer in the Summary Compensation Table participates in the Company’s deferred
compensation plans. The plan allows for the named executive officer to receive restoration malches to restore
benefits limited by the Internal Revenue'Code. At present, executives'may. defer base salary, annual bonus, long-
term incentives and restricted stock and stock units upon lapse of restrictions into the post-2004 deferred
compensation plan, which was created to comply with Section 409A of the Internal Revenue Code.
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Both deferred compensation plans are designed to offer the same investments that are offered by the
Company’s 401(k) Plan. Distributions from the plans generally do not occur until the participant separates from
Vectren employment. The plan does have a feature whereby participants may elect to receive a scheduled
distribution of a deferral in any plan year provided that the lump sum payout occurs at least three years after the
end of the plan year deferral election. Once the executive separates from the Company, the balance in these plans
is paid in either a lump sum or annual installments of up to 15 years. All distributions from these plans are settled
in cash.

The table below discloses the activity in our nonqualified deferred compensation plans for each of the five
named executive officers in the Summary Compensation Table.

2007 NONQUALIFIED DEFERRED COMPENSATION TABLE

Aggregate
Executive Registrant Aggregate Aggregate Balance at
Contributions Contributions Earnings in Withdrawals/  Last Fiscal
in Last Fiscal Year in Last Fiscal Year Last Fiscal Year Distributions Year End
Name ($)(1) ($)(2) (%) (%) $)(3)
L (b} (c) (d) (e) ()
Niel C. Ellerbrook .......... $331,232 $45,272 $205,538 $0 $6,217,512
Jerome A. Benkert, Jr. ....... $ 10,922 $11,004 $ 76,631 30 $1,358,150
Carl L. Chapman ........... $ 24,743 $19,182 $ 45,309 $0 $1,350,031
Ronald E. Christian ......... $ 51,603 $ 9,651 $ 82,781 %0 $2,358,280
Willilam S. Doty ............ $186,955 $ 3724 $ 17,720 50 $ 683,638

(1) Amounts in this column are also included in the Summary Compensation Table on page 31, in Column (c).
Salary and Column (g) Non-Equity Incentive Plan Compensation.

(2) Amouats in this column are deferred compensation contributions to restore employer contributions to the
Company Retirement Savings Plan and are included in the Summary Compensation Table on page 31, in
Column (i), All Other Compensation, and described in Footnote 5 to that table.

(3) A record keeping account is established for each participant, and the participant chooses from a variety of
measurement funds for the deemed investment of his or her account. The measurement funds are similar to
the funds in the Company’s defined contribution plan and include an investment in phantom stock units of
the Company. The earnings measures are market-based and do not include any above-market earnings. The
balance fluctuates with the investment returns on those funds. In 2004, Congress passed The American Jobs
Creation Act which created Section 409A of the Internal Revenue Code. In order to comply with new
Section 409A regulations, the Company froze its current plan at the end of 2004. A new compliant plan was
adopted in 2005. Of the totals in this column, the following amounts have been reported in the Summary
Compensation Table for this year and for previous years.

Previous
Name 2007(%) Years ($) (u) Total
Niel C.Ellerbrook . ..... .ottt i iaie e enn $376,504 $1,820,875 $2,197,379
Jerome A. Benkert, Jr. .. ... e $ 21,926 $§ 296498 § 318,424
Carl L. Chapman . ... ...ttt e $ 43,925 § 240,906 § 284,831
Ronald E. Christian .. ... ... .. . . . . e $ 61254 § 866,912 § 928,166
WilHam 8. DOty ..ot $190.679 3 206,515 $ 397,194

(a) Amounts in this column represent base salary and annual bonus deferred into the Company’s Nonqualified
Deferred Compensation Plan from 1999-2005 for Messrs. Ellerbrock, Benkert and Chapman and from
2001-2005 for Messrs. Christian and Doty. These amounts were previously disclosed as compensation paid
to the executive in the Summary Compensation Table for those years, even though a portion of this
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compensation was deferred. Also included in this total are the amounts disclosed for fiscal year 2006 in the
Executive Centribmions and Registrant Contributions columns of the 2006 Nonqualified Deferred
Compensation Table. Not included in this total are other forms of compensation previously deferred into the
nonqualified deferred compensation plan and not required to be reported in the Summary Compensation
Table.

POTENTIAL PAYMENTS UPON TERMINATION OR CHANGE-IN-CONTROL

The Company has entered into a change-in-control agreement with its Chief Executive Officer,

Mr. Ellerbrook, and employment agreements with its other executive officers: Messrs. Benkert, Chapman,
Christian and Doty. These agreements are described beginning at page 38 under the caption Employment and
Termination Benefits Agreements.
The definitions of the terms “Cause,” “Good Reason” and “Change in Control” are central to an
understanding of the potential payments to the executive officers pursuant to the their agreements. The
definitions in Mr. Ellerbrook’s change-in-control agreement and in the other executive officers’ employment
agreements are substantially the same, except that the definition of “Good Reason” in Mr, Ellerbrook’s
agreement applies only to events following a change in control and also applies with less delay following a
change in control.

Cause: We have Cause to terminate the executive officer if he has engaged in any of the specific activities
listed in the agreement, including intentional gross misconduct damaging in a material way to our Company;
commission of fraud against our Company; public acts of dishonesty or conviction of a felony; or a material
breach of the agreement that the executive has not cured after reasonable notice of the breach and a reasonable
opportunity to cure.

Good Reason:

» If an executive gives the Company notice of a breach and we have not cured the breach after a reasonable
opportunity to cure, the executive is said to have Good Reason to terminate his employment. (This
provision is not contained in Mr. Ellerbrook’s agreement.)

e After the first anniversary (in the exccutive officer agreements) or ninety days (in Mr. Elierbrook’s
agreement) of a Change in Control (defined below), an executive has Good Reason to terminale his
employment if any of the following occurs without the executive’s written consent:

* ademotion in the executive’s status, position or responsibilities;

» the assignment to the executive of any duties or responsibilities inconsistent with his status,
position or responsibilities;

+ the removal of the executive from any positions or failure to reappoint or reelect the executive o
any positions he held immediately prior to the Change in Control (except when the executive’s
employment is terminated for total and permanent Disability, death or Cause or by the executive
other than for Good Reasen);

* areduction by the Company in the executive’s base salary;

* the Company’s failure to increase the executive’s base salary within 12 months of the executive’s
last increase in base salary in an amount reasonably comparable to the percentage increases in
base salary for ail Company employees at the same employment level as the executive effected in
the preceding 12 months; '

» the relocation of the principal executive offices of the Company or Company affiliate for which
the executive performs a principal function to a location more than 50 miles outside the

41



Evansville, Indiana metropolitan area or, if the executive's services are not performed in
Evansville, Indiana, to a new location {except for travel on the Company’s business to an extent
substantially consistent with the executive’s prior business travel obligations).

+ areduction in the executive’s total direct compensation opportunity;

+ the Company’s failure to continue in effect any incentive, bonus or other compensation plan in
which the executive participated, including any stock option and restricted stock plans, unless an
equitable arrangement has been made in an ongoing substilute or alternative plan, or the
Company’s failure to permit the executive’s continued participation in the plan or material
reduction in the executive’s participation in the plan;

» the Company’s failure to provide aggregate benefits, including annual and long term bonus
opportunities, reasonably comparable in the aggregate to the benefits being provided for the
majority of the other Company employees at the same employment level as the executive;

» the Company’s failure to obtain a satisfactory agreement from any successor or assign of the
Company to assume and agree to perform the executive’s agreement; or

» a Company request that the executive participate in an unlawful act or take any action constituting
a breach of the executive’s professional standard of conduct.

Change in Control: A change in control would include any of the following events:

a “person,” as defined in the Securities Exchange Act of 1934, acquires 20 percent or more of our
commen stock or of voting securities-entitled to vote generally in the election of directors; '

a majority of our Directors are replaced in certain circumstances; or

shareholders approve certain reorganizations, mergers or consolidations, or a liquidation or sale of our
assets.

Under the change-in-control agreement with Mr. Ellerbrook, the Company will provide him with the
following benefits upon a termination by the Company other than for cause, death or disability, or upon a
termination by Mr. Ellerbrook with good reason, within three years after a change-in-control, or upon a
termination by Mr. Ellerbrook for any reason during the 90-day period after the change-in-control. Under the
employment agreements with the other officers referred to above, the Company will provide them with the
following benefits upon a termination by the Company other than for cause, death or disability, upon a
termination by the executive for good reason, or upon a termination by the executive for any reason during the
30-day period immediately after the first anniversary of a change-in-control.

Accrued base salary and the greater of target bonus or average bonus over the preceding three years and
all deferred compensation;

A termination payment based upon a multiple (or, if less, the number of months until age 65) of base
salary and the greater of target bonus or average bonus in the preceding three years, which multiple is
three for Messrs. Ellerbrook, Benkert, Chapman and Christian and two for Mr. Doty;

Erhanced benefits under the plans assuming three years (or, if less, the number of months until age 63) of
additional employment for Messrs. Ellerbrook, Benkert, Chapman and Christian and two years of
additional employment for Mr. Doty;

The immediate vesting of any restricted stock, stock options and any other stock awards;

Medical, dental and other welfare benefit plan benefits for three years (or, if less, the number of months
until age 65) for Messrs. Ellerbrook, Benkert, Chapman and Christian and two years for Mr. Doty; and

All other amounts required to be paid under any other plan, program, policy, practice, contract or
agreement.
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No payments will be made to the Company’s executive officers upon a change-in-control alone unless their
employment also terminates under the conditions déscribed above.

The following tables set forth the potential payments to the Company’s executive officers upon the
termination of their employment with the Company, including a termination following a change-in-control. The
tables assume that each termination event occurred on December 31, 2007, and the amounts shown are based
upon the $29.01 per share closing price of the Company’s common stock on December 31, 2007, The tables do
not include retirement benefits payable to the executives shown in the 2007 Pension Benefits Table on page 36.

Niel C. Ellerbrook
Termination
by executive
Termination Termination without
by Termination following a Termination good reason
Company by executive change in by (other than
without for good control Company after a Normal '
cause reason (CIC) for cause CIC) Retirement  Death Disability
Pro Rata Bonus ............ 3 (U 0 & 616250 § 0 8 0% 6162350% 6162505 616,250
Termination payment ....... $ o 3 0 $ 4023750 % 0 3% 0% 0% 0% 0

Deferred Compensation(l) ... $6217512 $6,217,512 § 6,217,512 $6,217,512 $6,217,512 $% 6,217,512 § 6,217,512 $6,217,512
[ncremental actuarial benefit ' '

under retirement plans(2) .. §$ 0 3 0 $ 1522985 § 0 % 0% 0% 08 0
Acceleration of restricted stock

awards(3) . ... ... ... L. $ 0 ¢ 0 % 3144684 % 0 3 0 $ 1,574,286 $ 3,144,684 $1,574,286
Acceleration of stock options

(3 o 3 0 s 0 $2721,308 §$ 0 % 0 % 2,721,308 $ 2,721,308 $2,721,308

Continuation of medical/
welfare plans (present

value} ... ...l $ 0 3 03 I 102,276 % 0 3 03 0% 0% 0
Excise tax gross up(4} ........ $ 0 35 - 0 % 3803874 % 6 % 0% - 0% -1 0% 0
Total .................... $6.217,512  $6,217,512 $22,152,639 $6,217,512 .$6,217.512 $11,126,356 $12,699,754 $8,773,709

{1} The amount shown as deferred compensation is the total value in the named executive officer’s nonqualified
deferred compensation plan accounts at December 3!, 2007 as shown in the.2007 Nonqualified Deferred
Compensation Table, This amount has been previously earned and will be paid in any event in. accordance
with the Plan document upon separation or retirement from the Company. Depending upon the election
made by the plan participant, a change in control could accelerate the payment of these amounts.

(2) Represents the present value of an incremental pension 'benefit of three years of service credit provided
under the named executive officer’s Change in Control Agreement, assuming a discount rate of 4.69% and
the applicable plan’s mortality table. Due to @ computational error the amount reflected in the 2006 proxy
statement in this column should have been $1,252,135 rather than $146,259.

(3) Amounts shown represent the unvested stock options and restricted stock awards that would be accelerated
in connection with the indicated termination event.

(4) Upon a change-in-control, employees may be subject to certain excise taxes under Section 280G of the
Internal Revenue Code. The company has agreed to reimburse affected employees for those excise taxes as
well as any income and excise taxes payable by the executive as a result of any reimbursement for the 280G
excise taxes. The amount in the table is based on a 280G excise tax rate of 20%, a statutory 35% federal
income tax rate, a 1.45% Medicare tax rate and a 3.4% state income tax rate.
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Jerome A. Benkert Jr.

Termination

Termination Termination by executive
by Termination followinga Termination  without
Company by executive change in by good reason
without for good control Company (other than  Normal
cause reason (CIC) for cause  after a CIC) Retirement Death Disability

ProRataBonus ......... $ 171,000 % 171,000 3 171,000 % 0 % 0 $ 171,000 $ 171,000 $ 171,000
Termination payment . . . .. $1,539,000 $1,539,000  $1,539.000 $ 0 % 0 % 0 s 0% 0
Deferred . . .

Compensation(l) ...... $1,358,150 $1,358,150 §1,358,150 $1,358,150 51,358,150 $1,358,150 $1,358,150 $1,358,150
Incremental actuarial

benefit under retirement

plans(2y.............. $ 318,116 § 318,116 § 3816 % 0 3% 0 % 0% 03 0
Acceleration of restricted

stock awards{3) ....... $ 0 3 0 $ 783270 % 0 3 0 % 386819 $§ 783,270 $ 386,819
Acceleration of stock ‘ )

options (3} ........... $ 369800 §$ 369,800 $ 369,800 % 0 s 0 $ 360800 $§ 369,800 $ 369.800
Continuvation of medical/

welfare plans (present

value) ... ... ... $ 80529 $.80529 3 80529 % 0 3 0 % [V (LI 0
Excise tax grossup (4) .... $ 0 % 0 $1,09579¢ % 0 $ 0 0% 0% 0
Total ........... . $3,836,594  $3,836,594  $3,715,663  $1.358,150  $1,358,150 $2,285,769 $2,682,220 $2,285,769

(1) The amount shown as deferred compensation is the total value in the named executive officer’s nonqualified
deferred compensation plan accounts at December 31, 2007 as shown in the 2007 Nonqualified Deferred
Compensation Table. This amount has been previously earned and will be paid in any event in accordance
with the Plan document upon separation or retirement from the Company. Depending upon the election
made by the plan participant, a change in control could accelerate the payment of these amounts.

(2) Represents the present value of an incremental pension benefit of three years of service credit provided
under the named executive officer’s Employment Agreement, assuming a discount rate of 4.69% and the
applicable plan’s mortality table. Due to a computational error, the amount reflected in the 2006 proxy

statement in this column should have been $237,876 rather than $30,829.

(3) Amounts shown represent the unvested stock options and restricted stock awards that would be accelerated

in connection with the indicated termination event.

(4) Upon a change-in-control, employees may be subject to certain excise taxes under Section 280G of the
Internal Revenue Code. The company has agreed to reimburse affected employees for those excise taxes as
well as any income and excise taxes payable by the executive as a result of any reimbursement for the 280G
excise taxes. The amount in the table is based on a 280G excise tax rate of 20%, a statutory 35% federal

income tax rate, a 1.45% Medicare tax rate and a 3.4% state income tax rate.

Carl L. Chapman ,
Termination
Termination Termination by executive
by Termination followinga Termination  without
Company by executive change in by good reason
without for good control © Company {other than Normal
cause reason (CIC) for cause after a CIC) Retirement Death Disability
ProRataBonus ........... $ 240,000 $ 240,000 $ 240,000 3 0 3 0 $ 240,000 § 240,000 $ 240,000
Termination payment . ...... $1,920,000 $1,920,000 $1,920,000 % 0 s 0 8 0% 0% 0
Deferred Compensation(1) ... $1,350,031  $1,350,031  $1,350,031  $1,350,031 51,350,031 $1,350,031 $1,350,031 $1,350,031
Incremental actuarial benefit
under retirement
plans(2}............ ..., $ 772,162 % 772,162 % 772,162 % 0 s 0 $ 0% 0% 0
Acceleration of restricted
stock awards(3) ......... $ o0 3 0 $1,218420 % 0 s 0 § 613,097 $1,218420 $ 613,097

Acceleration of stock options

B $§ 934,030 5 934,030 % 934030 § 0 3 0 % 934,030 § 934,030 § 934,030

Continuation of medical/
welfare plans (present

valuey ..., $ 99704 % 99704 $ 99704 $ 0 3 0
Excise tax gross up(4). ...... $ 0 % 0 $1,681,794 % 0 s 0
Total ........ovieiias. $5,315,927  $5,315,927 38,216,141  $1.350,031  $1,350,031
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The amount shown as deferred compensation is the total value in the named executive officer’s nonqualified
deferred compensation plan accounts at December 31, 2007 as shown in the 2007 Nonqualified Deferred
Compensation Table. This amount has been previously earned and will be paid in any event in accordance
with the Plan document upen separation or retirement from the Company. Depending upon the election
made by the plan participant, a change in control could accelerate the payment of these amounts.

Represents the present value of an incremental pension benefit of three years of service credit provided
under the named executive officer’s Employment Agreement, assuming a discount rate of 4.69% and the
applicable plan’s mortality table. Due to a computational error, the amount reflected in the 2006 proxy
statement in this column should have been $485,006 rather than $51,964.

Amounts shown represent the unvested stock options and restricted stock awards that would be accelerated
in connection with the indicated termination event.

Upon a change-in-control, employees may be subject to certain excise taxes under Section 280G of the
Internal Revenue Code. The company has agreed to reimburse affected employees for those excise taxes as
well as any income and excise taxes payable by the executive as a result of any reimbursement for the 280G
excise taxes. The amount in the table is based on a 280G excise tax rate of 20%, a statutory 35% federal
income tax rate, a 1.45% Medicare tax rate and a 3.4% state income tax rate.

Ronald E. Christian

Termination

Termination Termination by executive
by Termination followinga Termination without
Company by executive change in by good reason
without for good conlrol Company (other than Normal
cause reason {CIC) for cause after a CIC) Retirement Death  Disability
Pro Rata Bonus ............. $ 161500 § 161,500 § 161,500 $ 0 3 ¢ $ 161500 $ 161,500 $ 161,500
Termination payment , ,,..,..., $1.453,500 $1,453,500 $1453,300 3 0 3 (U 03 0% 0
Deferred Compensation(l) . . . .. $2,358,280 $2,358.280 $2,358,280 $2,358,280 $2,358.280 $2,358,280 $2,358,280 $2,358,280
Incremental actuarial benefit )
under retirement plans(2) . ... $ 305298 § 305298 § 305298 § 0 % [{ 0% 0s% 0
Acceleration of restricted stock
awards(3) .. ... . ens 5 0 3 0 § 725250 § (LI 0 $ 367470 & 7252508 367470
Acceleration of stock
options(3) ................ $§ 310960 3 310960 $ 310960 $ 0 3 0 % 3109060 35 310560 % 310,960
Continuation of medical/welfare
plans (present value) ....... $ 79281 $ 79281 § 79281 § 0 3% 0% 0s 0s 0
Excise tax gross up{d} ........ $ o 3 0 %$1089977 § 0 s 0 0% 0% 0
Total ... $4.668,819 34,668,819 $6,484,046 $2,358,280 $2,358,280 $3,198,210 $3,555,990 $3,198,210
(1) The amount shown as deferred compensation is the total value in the named executive officer’s nonqualified

2)

(3)

(4)

deferred compensation plan accounts at December 31, 2007 as shown in the 2007 Nonqualified Deferred
Compensation Table. This amount has been previously earned and will be paid in any event in accordance
with the Plan document upon separation or retirement from the Company. Depending upon the election
made by the plan participant, a change in control could accelerate the payment of these amounts.

Represents the present value of an incremental pension benefit of three years of service credit provided
under the named executive officer’s Employment Agreement, assuming a discount rate of 4.69% and the
applicable plan’s mortality table. Due 10 a computational error, the amount reflected in the 2006 proxy
statement in this column should have been $221,178 rather than $28.741.

Amounts shown represent the unvested stock options and restricted stock awards that would be accelerated
in connection with the indicated termination event.

Upon a change-in-control, employees may be subject to certain excise taxes under Section 280G of the
Internal Revenue Code. The company has agreed to reimburse affected employees for those excise taxes as
well as any income and excise taxes payable by the executive as a result of any reimbursement for the 280G
excise taxes. The amount in the table is based on a 280G excise tax rate of 20%, a statutory 35% federal
income tax rate, a 1.45% Medicare tax rate and a 3.4% state income tax rate.
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William S. Doty

Termination
Termination Termination by executive
by Termination followinga Termination  without
Company by executive change in by good reason
without for good control Company (other than  Normal
cause reason (CIC) for cause after a CIC) Retirement Death  Disability
ProRataBonus ........... $ 112800 $ 112800 % 112800 % 0 % 0 % 112,800 § 112,800 $ 112,800
Termination payment . ... ... $ 789600 $ 789600 3 789,600 § 0 $ 0 5 0% 0% 0]
Deferred Compensation(1) ... § 683,638 § 683,638 § 683,638  $683.638 $683,638 3 683,638 § 683638 § 683,638
Incremental actuarial benefit
under retirement
plans(2y................ $ 264012 § 264012 $ 264012 § 0 $ o 3% 03 0% 0
Acceleration of restricted
stock awards(3) ......... 3 ¢ s 0 $ 580200 $ 0 3 0 % 290,100 $ 580,200 $ 290,100

Acceleration of stock options

3

.................... § 234647 § 234647 § 234647 § 0 $ 0§ 234647 § 234647 § 234647

Continuation of medical/
welfare plans (present

value) ..o $ 45299 $ 45299 § 45299 % 0 $ 0 s
Excise tax grossup(4) ...... $ 0 3 ¢ § 683578 § 0
Total

(n

(2}

(3)

4)

0

oo
(L
thoo
B

$ 0 s 0
.................... $2,129996  $2,129.99¢ $3.398,774  $683,638 $683,638  $1,321,185 51,611,285 $1,321,185

The amount shown as deferred compensation is the total value in the named executive officer’s nonqualified
deferred compensation plan accounts at December 31, 2007 as shown in the 2007 Nonqualified Deferred
Compensation Table. This amount has been previously earned and will be paid in any event in accordance
with the Pian document upon separation or retirement {from the Company. Depending upon the election
made by the plan participant, a change in control could accelerate the payment of these amounts.

Represents the present value of an incremental pension benefit of three years of service credit provided
under the named executive officer’s Employment Agreement, assuming a discount rate of 4.69% and the
applicable plan’s mortality table. . Due to a computational error, the amount reflected in the 2006 proxy
statermnent in this column should have been $290,422 rather than $23,796.

Amounts shown represent the unvested stock options and restricted stock awards that would be accelerated
in connection with the indicated termination event,

Upon a change-in-control, employees may be subjecl to certain excise taxes under Section 280G of the
Iniernal Revenue Code. The company has agreed to reimburse affected employees for those excise taxes as
well as any income and excise taxes payable by the executive as a result of any reimbursement for the 280G
excise taxes. The amount in the table is based on a 280G excise tax rate of 20%, a statutory 35% federal
income tax rate, a 1.45% Medicare tax rate and a 3.4% state income tax rate.
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ITEM 2. RATIFICATION OF APPOINTMENT OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors recommends that the shareholders ratify the Audit and Risk Management
committee’s (“Audit committee™) selection of Deloitte & Touche LLP (“Deloitte”) as the independent
registered public accounting firm to audit the consolidated financial statements of the Company and its
subsidiaries for the fiscal year ending December 31, 2008. A representative of Deloitte will be present at the
annual meeting to make a statement if such representative desires to do so and to respond to appropriate
questions.

The appointment of Deloitte will be ratified if the votes cast for ratification exceed the votes cast against
ratification. Abstentions and broker non-votes will not be counted either for or against the proposition. In the
event the shareholders fail to ratify the appointment, the Audit committee of the Board of Directors will consider
it as a direction to select other auditors. Even if the selection is ratified, the Board of Directors in its discretion
may direct the appointment of a different independent registered public accounting firm at any time during the
year if the Board of Directors determines that such change would be in the best interest of the Company and its
shareholders.

The Board of Directors recommends voting “FOR” this proposal.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM OF THE COMPANY

The Board of Directors and the Audit and Risk Management committee have selected Deloitte as the
independent registered public accountants of the Company and its subsidiaries for 2008. See “Report of the Audit
and Risk Management Committee,”

Audit and Non-Audit Fees

The following tabulation shows the audit and non-audit fees incurred and payable to De101tte for the years
ended December 31, 2007 and December 31, 2006

! 2607 2006
Audit Fees(1) ... .. .. . . i $1,157,989 $1,514,008
Aundit-Related Fees(2) ... ... e $ 258,795 $ 73,250
Tax Fees(d) ... o e e, $ 242,219 $ 151,026
AllOther Fees ........... ... . . i, $ 0% 0
Total Fees Incurred and Payable to Deloitte(d) ..................... $1,659,003 $1,738,284

(1) Aggregate fees incurred and payable to Deloitte for professional services rendered for the audits of the
Company’s 2007 and 2006 fiscal year annual financial statements and the review of financial statements
included in Company’s Forms 10-K or 10-Q filed during the Company’s 2007 and 2006 fiscal years. The
amount includes fees related to the attestation to the Company’s assertion pursuant to Section 404 of the
Sarbanes-Oxley Act of 2002. In addition, this amount includes the reimbursement of out-of-pocket costs
incurred related to the provision of these services totaling $83,989 and $91,008 in 2007 and 2006,
respectively.

(2) Audit-related fees consisted principally of reviews related to various financing transactions, regulatory
filings, consultation on various accounting issues, and audit fees related to the stand alone audit of one of
the Company’s consolidated subsidiaries.
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(3) Tax fees consisted of fees paid to Deloitte for the review of tax retirns, consultation on other tax matters of
the Company and of its con$olidated subsidiaries, and tax technical training. In addition, this amount
includes the reimbursement of out-of-pocket costs incurred related to the provision of these services totaling
$20,426 and $13,971 in 2007 and 2006, respectively. .

(4} Pursuant to its charter, the Audit committee is responsible for selecting, approving proféssional fees and
overseeing the independence, quallﬁcatlons and performance of the independent registered public
accounting firm. The Audit committee has adopted a formal pohcy with respect to the pre-approval of audit
and permissible non-audit services prov:cled by the independent registered public accounting firm.
Pre-approval is assessed on a case-by-case basis. In assessing requests for services to be provided by the
independent registered public accounting firm, the Audit committee considers whether such, services are

" consistent with the auditors’ independence, whether the independent registered public accountmg firm is
likely to provide the most effective and efficient service based upon the firm’s familiarity with the

- Company, and ‘whether the service could enhance the Company’s ability to manage or control risk or
improve audit quahly The audit-related, tax and other services provided by Deloitte in the last year and
related fees were approved by the Audit committee in accordance with this policy,

Changes in and Disagreements with Auditors on Accounting and Financial Disclosure

None,

COST AND METHOD OF SOLICITATION

The cost of preparing, assem'bling, printing a1_1'd lmailing this proxy statement, the enclosed p'roxy and any
other material which may be furnished to shareholders in connection with the solicitation of proxies for the
meeting will be borne by the Company. The Company has retained D. F. King & Company to assist in soliciting
proxies from shareholders, including brokers’ accounts, at an estimated fee of $8,000 plus reasonable
out-of-pocket expenses. In addition, some of the officers and regular employees of the Company, who will
receive no compensation in addluon to their regular salaries for such solicitations, may solicit proxies by
telephone, telegraph or personal visits, and it is estimated that the cost of such additional sollcltanon if any, will
not exceed $500, and will be bome by the Company. The Company expects to reimburse banks, brokerage
houses and other custodians of stock for their reasonable charges and expenses in forwarding proxy materials to
beneficial owners. . . ., :

-

ANNUAL REPORT
A copy of the Comipany’s summary annual report for the fiscal year ended December 31, 2007 was mailed
to shareholders on or about March 19, 2008. The Company’s consolidated financial statements, including
footnotes, are included in Appendzx H of this proxy statement.
~ REVOCATION RIGHTS
A shareholder executing and delivering the enclosed proxy may revoke it by written notice delivered to the

secretary of the Company, or in person at the annual meeting, at any time before the authority granted by it is
exercised. '
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SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires the Company’s officers, directors,
and persons who own more than 10% of the Company's common stock to file reports of ownership and changes in
ownership concerning the common stock with the SEC and to furnish the Company with copies of all Section 16(a)
forms they file. Based solely on the Company’s review of the Section 16(a) filings that the Company has received, and
on written representations from the appropriate persons that no other reports are required, the Company believes that
all filings required to be made under Section 16(a) during 2007 were timely made, except that Form 4’s were
inadvertently not filed for the reinvestment of quarterly dividends in 2007 under the Company’s nonqualified deferred
compensation plan (i.e., four reports for each person) for Mr. McGinley and Ms. Wojtowicz

SHAREHOLDER PROPOSALS FOR 2009 ANNUAL MEETING

Under Rule 14a-8 of the Securities Exchange Act of 1934, shareholders of the Company may present proper
proposals for inclusion in the Company's proxy statement and for consideration at the 2009 annual meeting of its
shareholders by submitting their proposals to the Company in a timely manner. In order to be so included for the
2009 annual meeting, shareholder proposals must be received at the Company’s principal office, One Vectren
Square, 211 N.W. Riverside Drive, Evansville, Indiana 47708, Attention: Corporate Secretary, no later than
November 19, 2008 and must otherwise comply with the requirements of Rule 14a-8.

If a shareholder desires to bring business before the meeting which is not the subject of a proposal timely
submitted for inclusion in the proxy statement, the shareholder must follow procedures outlined in the
Company’s Code of By-Laws. A copy of these procedures is available upon request from the Corporate Secretary
at the address referenced above. One of the procedural requirements in the Company’s Code of By-Laws is
timely notice in writing of the business the shareholder proposes to bring before the meeting. To be timely a
shareholder’s notice must be delivered to, or mailed and received at, the principal office of the Company not less
than 90 days nor more than 120 days prior to the first anniversary date of the annual meeting of the shareholders
for the preceding year; provided, however, that if the annual meeting is not scheduled to be held within a period
that commences 30 days before such anniversary date and ends 30 days after such anniversary date, such
shareholder notice shall be given by the later of: (a) the date 90 days prior to the actual date of shareholder
meeting, or (b) the tenth day following the day on which the notice of the annual meeting is first publicly
announced or disclosed. The shareholder’s notice must set forth (i) a brief description of the matter to be brought
before the meeting, (ii} the name and address as they appear on the corporate records of the shareholder
proposing the business, (iii) the number of shares of capital stock of the’Company beneficially owned by the
shareholder, and (iv} any interest of the shareholder in the business.

By order of the Board of Directors.

VECTREN CORPORATION

2L C Clyg—

By: RONALD E. CHRISTIAN
Executive Vice President, Chief Administrative
Officer, General Counsel and Corporate Secretary

Evansville, Indiana
March 19, 2008

Please fill in, date and sign the enclosed proxy and return it in the accompanying addressed envelope. No further
postage is required if mailed in the United States. You may also authorize the individuals named on your proxy card to
vote your shares by calling toll-free 1-888-693-8683 or using the Internet (www.cesvote.com). Please have your proxy
card in hand when calling or accessing the website. If you attend the annual meeting and wish to vote your shares in
person, you may do so. Your cooperation in giving this matter your prompt attention will be appreciated.
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APPENDIX A

Vectren Corporation
Board of Directors
Corporate Governance Guidelines
Adopted As Of February 26, 2003
As Amended and Restated As of March 1, 2006 And
As Further Amended And Restated As of QOctober 1, 2006 And
As Further Amended And Restated As of February 27, 2008

1. Director Qualification Standards

A. A majority of the members of the Board of Directors (Board) must qualify as independent directors in
accordance with the applicable provisions of the Securities Exchange Act of 1934, and the rules promulgated
thereunder, and the applicabie rules of the New York Stock Exchange.

B. The Nominating & Corporate Governance Committee (Governance Committee) shall be responsible for
developing additional qualifications for directors, including the establishment of criteria for determining the
independence of directors, which qualifications will be subject to approval by the full Board.

C. Recognizing the value of continuity of directors who have experience with the Company, there are no
limits on the number of terms in which a director may hold office.

D. No member of the Board shall serve on the board of directors of more than 3 other public companies,
unless the Governance Committee determines, based upon a review of all the facts and circumstances, that such
service on more than 3 other public companies boards will not impair the director’s ability to discharge their
responsibilities as a member of the Board, and, provided further, in no event will a director serve on mere than 5
other public company boards. I

E. Directors are expected to advise the Chair of the Board and the Chair of the Governance Committee
promptly upon accepting any other public company directorship or any assignment to the audit committee or
compensation committee of the board of director$ of any public company of which such director is a member,

F. Directors are expected to report changes in their principal business responsibilities, including retirement,
to the Chair of the Board and the Chair of the Governance Committee. Together with such a report the reporting
director will also tender their resignation to the Chair of the Board and the Chair of the Governance Committee.
The Governance Committee will review whether the new occupation, or retirement, of the Director is consistent
with the specific rationale for originally selecting that individual and the guidelines for board membership. The
Governance Committee will recommend action to be taken by the full Board regarding the resignation based on
the circumstances of retirement, if that is the case, or in the case of a new position, the responsibility and type of
position and industry involved. The bias of the Governance Committee will be to accept the resignation if the
basis for originally selecting the individual no longer exists. The Director who has experienced the change in
circumstance shall not par[l(:lpate in the deliberations by the Governance Committee and the Board with respect
to the resignation.

G. Following the adoption of these guidelines, if the Company’s Chief Executive Officer (CEQ) leaves that
office, the CEO will tender to the Governance Committee his or her resignation from the Board to be effective
following such transition period that is determined by the Governance Commitiee to be necessary or advisable to
provide for the transfer of responsibility to the new CEO.

H. Upon reaching the age of seventy (72), a director shall be deemed to have retired from the Board
effective as of the last day of the month during which the director reached the age of seventy (72).
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2. Board Composition

A. The optimal size of the Board shall be between twelve (12) and fourteen (14) directors. However, the
Board would be willing to have a somewhat larger number of directors to accommodate the availability of an
outstanding candidate. Similarly, the Board is willing to reduce the size of the Board, or maintain a vacancy, if it
cannot identify available candidates meeting the Board’s qualification standards.

B. The Chair of the Board and the Chair of the Governance Committee shall jointly extend invitations to
new nominees to the Board.

C. The Board reserves the right to determine, from time to time, how to configure the leadership of the
Board and the Company in the way that best serves the Company.

D. The Board specifically reserves the right to vest the responsibilities of Chair of the Board and Chief
Executive Officer in the same individual and the Board has no fixed policy with respect to combining or
separating the offices of Chair of the Board and Chief Executive Officer.

E. The Board will schedule at each meeting executive sessions where non-management directors meet
without management participation.

3. Director Responsibilities

A. Directors should exercise their business judgment to act in what they reasonably believe to be in the best
interests of the Company in a manner consistent with their fiduciary duties.

B. In all matters relating to the Company’s business and stakeholders, directors shall diligentl_y' discharge
their responsibilities, as well as conduct themselves with integrity and in an honest manner.

C. In considering the best long-term and short-term interests of the Company, directors may consider the
effects of any action on shareholders, employees, suppliers and customers of Company and its subsidiaries,
communities in which the Company and its subsidiaries conduct business and other pertinent factors.

D. Directors should regularly attend meetings of the Board and of all Board committees upbn which they
serve.

E. Directors should participate in Board development activities arranged by the Company.

'F. To prepare for meetings, directors should review the materials that are sent to directors in advance of
those meetings.

G. Directors shall presérve the confidentiality of confidential material given or presented to the Board.

H. The Chair of the Board shall set the agenda of meetings of the Board and the Chair of each committee
shall set the agenda of meetings of the applicable committee. Any director may suggest agenda items and may
raise at meetings other matters that they consider worthy of discussion.

I. Directors must disclose to other directors any potential conflicts of interest they may have with respect to
any matter under discussion and, if appropriate, refrain from voting on a matter in which they may have a
conflict. ’




4. The “Lead” Non-Management Director < o ;

A. The Board will select from the non-management directors a “lead” non-management director who shall
have the following duties: . : '

« Coordinate the activities of non-management directors;

* Provide the Chair of the Board with mput as appropriate on agendas for the Board and committee
meetings; T . Co ‘

. . [ -
» Serve as Chair of the Governance Committee;

» Coordinate and develop the agenda for, and chair executive sessions of, the non-management directors;
and L i +

» Facilitate communications between the Chair of the Board and the other members of the Board mcludmg
communicating other members’ requests to call special meetings of the Board.

In performing the duties described above, the “lead” non- -management director will consult with the Chairs
of the appropriate Board committees and solicit their participation in order to avoid diluting the authority or
responsibilities of such committee Chairs. ) ‘ )

B. The Board will establish methods by which interested parties may communicate directly with the “lead”
non-management director or with the non-management directors of the Board as a group and cause such methods
to be disclosed to the public. o C o '

*.

5. Board Committees

A. The Board shall at all times maintain an Audit Committee, a Compensation and Benefits Committee, a
Corporate Affairs Committee, a Finance Committee, and a Nominating and Corporate Governance Committee
which must operate in accordance with applicable law, their respective charters as adopted and amended from
time to time by the Board, and the applicable rules of the Securities and Exchange Commission and the New
York Stock Exchange. The Board may also establish such other committees as it deems appropriate and delegate
to such committees such aulhonty permitted by appllcable law and the Company’s Code of By-Laws as the
Board sees fit. .

' ! VLT ' t '

B. The Board, with assistance from the Govemance Commlttee shall annually review the Committee
assignments and shall consider the rotation of Chairs and members with a view toward balancing the benefits
derived from continuity agams[ the beneﬁts derived from the diversity of expcnence and viewpoints of the
various directors. ' .

6. Public Comments on Behalf of the Company

A. Except in unusual circumstances or as required by committee charters or as requested by senior
management, directors are expected to follow the principle that senior management, as opposed to individual
directors, provides the public voice of the Company. Directors receiving inquiries from institutional investors,
the press or others should refer them to the Chief Executive Officer or other appropriate officer of the Company.

7. Director Access to Management and Independent Advisors

A. The Company shall provide each director with complete access to the management of the Company,
subject to reasonable advance notice to the Company and reasonable efforts to avoid disruption to the Company’s
management, business and operations.

B. The Board and Board committees, to the extent set forth in the applicable committee charter, have the
right to consult and retain independent’legal counsel and other advisors at the expense of the Company.
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8. Director Compensation and Stock Ownership

A. The Governance Committee will determine, as well as periodically review, the form and amount of
director compensation, including cash, equity-based awards and other compensation.

B. The Board will be aware that the independence of directors could be questioned if substantial charitable
contributions are made to organizations in which a director is affiliated or if the Company enters into consulting
contracts with, or provides other indirect compensation to, a director, The Board, with assistance from the
Governance Committee, will critically evaluate each of these matters when determining the form and amount of
director compensation, and the independence of a director. '

C. The Board believes that directors should be stockholders and have a financial stake in the Company. The
Governance Committee shall establish Company stock ownership guidelines for directors and monitor
compliance with those guidelines.

9. Director Orientation and Development

A. The Company, with oversight from the Governance Committee, will establish, or identify and provide
access to, appropriate orientation programs and sessions for newly elected directors of the Company for their
benefit either prior to or within a reasonable period of time after their nomination or election as a director.

B. The Company, with oversight from the Governance Committee, will arrange for directors to periodically
_ participate in appropriate programs, sessions or materials regarding the responsibilities of directors of publicly-
traded companies and the Company’s businesses.

10. Management Evaluation and Succession

A. The Board (not including any members of management of the Company), with assistance from the
Compensation and Benefits Committee, will conduct an annual review of the performance and compensation of
the Chief Executive Officer.

B. The Chief Executive Officer will provide an annual report on succession planning and related
development recommendations to the Governance Committee, including a short-term succession plan delineating
temporary delegation of authority in the event that the Chief Executive Officer or any cother executive officer is
unexpectedly unable to perform his or her duties.

C. The Corporate Affﬁirs Committee will review, at least annually, the Company’s succession planning
process for all positions other than the Chief Executive Officer.

11. Annual Performance Evaluation of the Board

A. The Board, with assistance from the Governance Committee, will conduct a self-evaluation annually to
determine whether the Board and its committees are functioning effectively. The full Board will discuss the
evaluation report to determine what, if any, action could improve Board and Board committee performance.

B. The Board, with assistance from the Governance Committee, shall review these Corporate Governance
Guidelines no less frequently than annually to determine whether any changes are necessary or advisable.

12. Amendment, Modification and Waiver

These Guidelines may be amended, modified or waived by the Board and waivers of these Guidelines may
also be granted by the Governance Committee, subject to the disclosure and other provisions of the Securities
and Exchange Act of 1934, the rules promulgated thereunder and the applicable rules

-
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APPENDIX A-1

Excerpt from Code of By-Laws
of
Vectren Corporation
As Most Recently Amended
And Restated as of
February 27, 2008

Section 3.6 (b). Director Qualifications

(b) Director Qualifications. The following represents the non-exclusive list of criteria that must be
considered by the Governance Committee (as established in Section 4.9 hereof) in assessing whether any
proposed candidate/nominee should be considered for membership on the Board. Generally, the criteria will be
employed by the Governance Committee when recruiting individuals for membership, as well as responding to
properly submitted nominees provided to the Governance Committee or the Board in accordance with the
procedures and requirements applicable to that process. The criteria are as follows:

1.

The satisfaction of the requirements for “independence’” as that concept is established from time to
time by the Board;

The satisfaction of other potentially applicable “independence”™ and eligibility requiremenis, such as
those required of members of the Audit committee and the Compensation and Benefits committee;

The person’s professional experiences, including achievements, and whether those experiences and
achievements would be useful to the Board, given its existing composition, in discharging its
responsibilities;

The person’s subject matter expertise, i.e., finance, accounting, legal, management, technology,
strategic visioning, marketing, and the desirability of that particular expertise given the existing
composition of the Board,;

The viewpoint, background and demographics of the person and whether the person would positively
contribute to the overall diversity of the Board;

The person’s professional ethics, integrity and values;
The person’s intelligence and ability to make independent analytical inquiries;

The person’s stated willingness and ability to devote adequate time to Board activities, including
attending meetings and development sessions and adequately preparing for those activities;

The person’s service on more than three (3) public company boards, excluding the Board, unless the
Governance Committee concludes, based upon a review of all of the facts and circumstances, that such
service on more than three other public company boards would not impair the ability of the proposed
candidate/nominee to discharge their responsibilities as a member of the Board, and, provided further,
the proposed candidate/nominee does not serve on more than five (5) other public company boards;

The person’s principal business responsibilities;
Whether the person would be able to serve on the Board for an extended period of time;

Whether the person has, or potentially could have, a conflict of interest which would affect the person’s
ability to serve on the Board or to participate in decisions that are material to the Corporation; and

Whether and to what extent the person has an ownership interest in the Corporation.




The foregoing criteria represent a non-exclusive list of factors to be considered when evaluating potential
candidates and responding to properly submitted nominees. In each case, the then existing composition of the
Board, its current and prospective needs, the operating requirements of the Corporation, and the long-term
interests of the Corporation’s shareholders will be included in the mix of factors to be reviewed and assessed
when performing this evaluation.

The review and application of these criteria will initially be conducted by the Governance Committee, and,
following that action, the matter will then be presented to the Board for action, if appropriate and advisable. If
any Board member, not a member of the Governance Committee, requests an independent review of any
candidate against these criteria, the full Board shall conduct such a review,




APPENDIX A-2

Excerpt from Code of By-Laws
Of
Vectren Corporation
As Most Recently Amended
And Restated as of
February 27, 2008

Section 4.15. Qualifications for Continued Service, Retirement.

{a) No director who has attained the age of seventy-two (72) years is qualified to remain a director longer
than the end of the month during which he or she has auained such age and shall automatically cease being a
director thereafter and may not be re-nominated.

(b) The following qualifications are to be considered by the board of directors to determine whether an
individuai director may continue to be a director or may be re-nominated to be a director upon the expiration of
his or her term:

m

(i)

(iii)

{iv)

(v)

(vi)

If the director is to be counted as one of the Corporation’s “independent” directors, as that term is
defined from time to time by the board of directors, and he or she no longer qualifies as an
“independent” director;

If the director serves on the boards of directors of more than three (3} or more public companies in
addition to the Corporation and the Governance Committee has concluded that such service would
impair the ability of the director to discharge their responsibilities as a member of the board, and,
provided further, the director does not serve on more than five (5) other public company boards;

If there is a change in the director’s principal business activity which affects the director’s continuing
ability to contribute to the Corporation;

If the director fails to comply with the duly adopted share ownership guidelines (following a
transition period for new service or an increase in the ownership equivalents);

If the director consistently fails to attend functions of the board of directors, including board
meetings, committee meetings and board development activities;

If the director fails to abide by the Code of Conduct applicable to the directors;

(vii) If the director fails to comply with the Corporate Governance Guidelines;

(viii) If the director has received more than a 50% withhold vote in an election where his or her name is on

(ix}

the ballot; or

If the director is no longer able to fulfill the duties of a director of the Corporation.

(c) The Governance Committee shall first make the determination whether an individual director is qualified
to remain on the board of directors or to be re-nominated to the board of directors if his or her term is expiring,
Thereafter, if a director is determined by the Governance Committee to not meet the qualifications, the matter
shall be referred to the full board of directors with the affected director being excused from the meeting and
consideration.
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APPENDIX B

Vectren Corporation
Board of Directors
Nominating and Corporate Governance Committee Charter
Adopted As Of February 26, 2003

I. Statement of Purpose

The Nominating and Corporate Governance Committee (Committee) is a standing committee of the Board
of Directors (Board). The purpose of the Committee is to identify individuals qualified to become members of
the Board, to recommend director nominees for each annual meeting of shareholders and nominees for election
to fill any vacancies on the Board and to address related matters. The Committee shall also develop and
recommend to the Board corporate governance principles applicable to the Company and be responsible for
leading the annual review of the Board’s performance. The Committee will also be responsible for the
development of the Board, as well as oversight of the succession planning process relating to the Company’s
Chief Executive Officer.

IL. Organization

A. Charter. Al least annually, this charter shall be reviewed and reassessed b); the Committee and any
proposed changes shall be submitted to the Board for approval.

B. Members. The members of the Committee shall be appointed by the Board and shall meet the
independence reguirements of applicable laws and regulations, as well as the listing standards of the New York
Stock Exchange, including any permitted transition period. The Committee shall be comprised of at least three
members. Committee members may be removed by the Board. The Board shall also designate a Committee
Chair.

C. Meetings. In order to discharge its'responsibilities, the Committee shall each year establish a schedule
of meetings; additional meetings may be scheduled as required.

D. Executive Sessions. At the conclusion of each meeting, the Chair may conduct an executive session
where non-management directors meet without management participation.

E. Quorum; Action bj,' Committee. A .quorum at any Committee meeting shall be at least a majority of the
Committee. All determinations of the Committee shall be made by a majority of its members present at a meeting
duly called and held. Any decision or determination of the Committee reduced to writing and signed by all of the
members of the Committee shall be fully as effective as if it had been madé at a meeting duly called and held.

F. Agenda, Minutes and Reporis. The Chair of the Committee shall be responsible for establishing the
agendas for meetings of the Committee. An agenda, together with materials relating to the subject matter of each
meeting, shall be sent to members of the Committee prior to each meeting. Minutes for all meetings of the
Committee shall be prepared to document the Committee’s discharge of its responsibilities. The minutes shall be
circulated in draft form to all Committee members to ensure an accurate final record, shall be approved at a
subsequent meeting of the Committee and shall be distributed periodically to the full Board. The Commitiee shall
make regular reports to the Board.

G. Performance Evaluation. The Committee shall evaluate its performance on an annual basis and
develop criteria for such evaluation.
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HI. Responsibilities
The following shall be the principal responsibilities of the Commitiee:

A. Director Selection Criteria. The Committee shall establish criteria for selecting new directors, which
shall reflect at a minimum any requirements of applicable law or listing standards, as well as a candidate’s
strength of character, judgment, business experience, specific areas of expertise, factors relating to the
composition of the Board (including its size, structure and the skills of existing members) and principles of
diversity, including geographic as well as traditional considerations.

B. Director Recruitment. The Committee shall consider (in consuitation with the Chair of the Board and
Chief Executive Officer) and recruit candidates to fill positions on the Board, including as a result of the
removal, resignation or retirement of any director, an increase in the size of the Board or otherwise. The
Committee shall also review any candidate recommended by the shareholders of the Company in light of the
Committee’s criteria for selection of new directors. As part of this responsibility, the Committee shall be
responsible for conducting, subject to applicable law, any and all inquiries into the background and qualifications
of any candidate for the Board and such candidate’s compliance with the independence and other qualification
requirements established by the Committee.

C. Reconsideration of Directors for Re-Election. In connection with its annual recommendation of a slate
of nominees, the Nominating and Corporate Governance Committee shall assess the contributions of those
directors selected for re-election, and shall at that time review its criteria for Board candidates in the context of
the Board evaluation process and other perceived needs of the Board. Final approval of any candidate shall be
determined by the full Board.

D. Recommendation ro the Board, The Committee shall recommend the director nominees for approval
by the Board and the shareholders,

E. Director Removal Guidelines. The Committee shall establish and recommend to the Board guidelines
for the removal of members of the Board.

F. Governance Guidelines. The Committee shall recommend to the Board corporate governance
guidelines addressing, among other matters, the size, composition and responsibilities of the Board and its
Committees, including its oversight of management and consultation with management. The corporate
governance guidelines shall be reviewed not less frequently than annuaily by the Committee, and the Committee
shall make recommendations to the Board with respect to changes to the guidelines.

G. Advice as to Committee Membership and Operations. The Committee shall advise the Board with
respect to the structure and operations of the various Committees of the Board and qualifications for membership
thereon, including policies for removal of members and rotation of members among other Committees of the
Board. The Committee shall recommend to the full Board (after consultation with the Chair of the Board and
Chief Executive Officer) thé composition of each committee of the Board.

H. Non-Management Board Member Compensation. The Committee shall be responsible to periodically
review, assess and recommend changes to the Board with respect to compensation for non-management members
of the Board.

II1. Responsibilities

1. Common Stock Ownership Guidelines. The Committee shall periodically review and, if concluded to be
appropriate, recommend changes to the minimum Company common stock ownership guidelines applicable to
the non-management members of the Board. The Committee shall also monitor compliance with these guidelines
and periodically report on this subject to the Board.

B-2




J. Director Independence. The Committee shall develop and recommend to the Board standards to be
applied in making determinations as to the absence of material relationships between the Company and a
director.

K. Evaluation and Development of the Board. The Committee shall oversee the evaluation and
development of the Board. In discharging this responsibility, the Committee shall solicit comments from all
directors and report annually to the Board on the results of the evaluation. The Committee shali also plan for and
implement periodic development opportunities for directors.

L. Approval of Officer Service on Qutside Boards. The Committee shall establish a process and guidelines
governing the review and acceptance by any Company officer of a post as a compensated member of the board of
directors of an unrelated entity.

M. Succession Planning. The Committee shall oversee the succession planning process for the office of
Chief Executive Officer of the Company. Periodically, the Committee will review that process with the Board, as
well as make recommendations to the Board with respect to candidates for that office.

N. Periodic Review of the Shareholder Rights Agreement, the Code of By-Laws and the Articles of
Incorporation. The Committee shall periodically review and, if concluded to be appropriate, make
recommendations for changes to the Company’s Shareholder Rights Agreement, the Code of By-Laws and the
Articles of Incorporation,

0. Access to Records, Consultants and Others. In discharging its responsibilities, the Committee shall
have full access to any relevant records of the Company and may retain outside consultants, at the Company’s
expense, to advise the Committee. The Committee shail have the vltimate authority and responsibility to engage
or terminate any such outside consultant and to approve the terms of any such engagement and the fees of any
such consuitant. The Committee may also request that any officer or other employee of the Company, the
Company’s outside legal counsel or any other person meet with any members of, or consultants to, the
Committee,

P. Delegation. The Committee may delegate any of its responsibilities to a subcommittee comprised of
one or more members of the Committee.

Q. Other Delegated Responsibilities, The Committee shall also carry out such other duties that may be
delegated to it by the Board from time to time.
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APPENDIX C

Vectren Corporation
Board of Directors
Corporate Affairs Committee Charter
Adopted As Of February 26, 2003

I. Statement of Purpose

The Corporate Affairs Committee (Committee) is a standing committee of the Board of Directors (Board).
The purpose of the Committee is to discharge the duties of the Board relating to its policies, practices and
procedures as a responsible corporate citizen.

II. Organization

A. Charter. At least annually, this charter shall be reviewed and reassessed by the Committee and any
proposed changes shall be submitted to the Board for approval.

B. Members. The members of the Commitiee shall be appointed by the Board. Any member of the Board
shall be eligible to serve on the Committee. The Committee shall be comprised of at least three members.
Committee members may be removed by the Board. The Board shall also designate a Committee Chair.

C. Meetings. In order to discharge its responsibilities, the Committee shall each year establish a schedule
of meetings: additional meetings may be scheduled as required.

D. Executive Sessions. At the conclusion of each meeting, the Chair may conduct an executive session
where non-management directors (i.e., directors who are not Company officers but who do not otherwise have to
qualify as “independent” directors) meet without management participation.

E. Quorum; Action by Committee. A quorum at any Committee meeting shall be a majority of the
Committee. All determinations of the Committee shall be made by a majority of its members present at a meeting
duly called and held. Any decision or determination of the Committee reduced to writing and signed by all of the
members of the Commitiee shall be fully as effective as if it had been made at a meeting duly called and held.

F. Agenda, Minutes and Reports. The Chair of the Committee shall be responsible for establishing the
agendas for meetings of the Committee. An agenda, together with materials relating to the subject matter of each
meeting, shall be sent to members of the Committee prior to each meeting. Minutes for all meetings of the
Committee shall be prepared to document the Committee’s discharge of its responsibilities. The minutes shall be
circulated in draft form to all Committee members to ensure an accurate final record, shall be approved at a
subsequent meeting of the Committee and shall be distributed periodically to the full Board. The Committee shall
make regular reports to the Board.

G. Performance Evaluation. The Committee shall evaluate its performance on an annual basis and
devetop criteria for such evaluation.

HI, Responsibilities
The following shall be the principal responsibilities of the Commitiee:

A, Business Practices. The Commiltee shall oversee the Company’s policies, practices and
procedures relaling 1o business practices, including compliance with applicable laws and regulations.

B. Public Communications. The Commitiee shall oversee the Company’s policies, practices and
procedures relating to public communications with key stakeholders, other than the financial community.
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C. Community Relations. The Committee shall oversee the Company’s policies, practices and
procedures relating to community relations, including charitable contributions and community affairs.

D. Customer Relations. The Committee shall oversee the Company’s policies, practices and
procedures relating to customer relations, including customer satisfaction and quality of customer service.

E. Employment Practices. The Committee shall oversee the Company’s policies, practices and
procedures relating to employment practices and procedures, including employer of choice, workforce
diversity and compliance with employment related laws, regulations and policies.

F. Environmental Compliance and Stewardship. The Committce shall oversee the Company’s
policies, practices and procedures relating to environmental compliance and stewardship, including
adherence to environmental related laws and regulations. At each meeting of the Committee, a report shall
be provided with respect to environmental compliance and stewardship.

G. Access to Records, Consultants and Others. In discharging its responsibilities, the Committee
shall have full access to any relevant records of the Company and may retain outside consultants, at the
Company’s expense, lo advise the Committee. The Committee shall have the ultimate authority and
responsibility to hire or terminate any outside consultant engaged to assist the Committee in discharging its
responsibilities and to approve the terms of any such engagement and the fees of any such consultant. The
Committee may also request that any officer or other employee of the Company, the Company’s outside
legal counsel or any other person meet with any members of, or consultants to, the Committee.

H. Delegation. The Commitice may delegate any of its responsibilities to a subcommittee comprised
of one or more members of the Committee.

1. Other Duties. The Committee shall also carry out such other duties that may be delegated to it by
the Board from time to time.
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APPENDIX D

Vectren Corporation
Board of Directors
Audit and Risk Management Committee Charter
Adopted As Of February 26, 2003,
Amended and Restated As Of March 1, 2006,
Further Amended and Restated as of August 1, 2006

I. Statement of Purpose

The Audit and Risk Management Committee (Committee} is established by and amongst the Board of
Directors (Board) of Vectren Corporation (Company) for the primary purpose of assisting the Board in:

¢ overseeing the integrity of the Company’s financial statements,

» overseeing the Company’s compliance with legal requirements,

* overseeing the independent auditor’s qualifications and independence,

« overseeing the performance of the company’s internal audit function and independent auditor,

« overseeing the Company’s system of disclosure controls and system of internal controls regarding
finance, accounting, legal compliance, and ethics that management and the Board have established, and

« overseeing the Company’s practices and processes relating to risk assessment and risk management.

Consistent with this function, the Committee should encourage continuous improvement of, and should
foster adherence to, the Company’s policies, procedures and practices at all levels, The Committee should also
provide an open avenue of communication among the independent auditors, financial and senior management,
the Internal Audit department, Risk Management department and the Board.

The Committee has the authority to obtain advice and assistance from outside legal, accounting, or other
advisors as deemed appropriate to perform its duties and responsibilities.

The Company shall provide appropriate funding, as determined by the Committee, for compensation to the
independent auditor and to any advisers that the Committee chooses to engage.

The Committee will primarily fulfill its responsibilities by carrying out the activities enumerated in Section
IIT of this Charter. The Committee will report regularly to the Board regarding the execution of is duties and
responsibilities.

II. Organization

A. Charter. At least annually, this charter shall be reviewed and reassessed by the Committee and any
proposed changes shall be submitted to the Board for approval.

B. Members. The Committee shall be comprised of three or more directors as determined by the Board, each
of whom shall be independent directors (as defined by all applicable rules and regulations), and free from any
relationship (including disallowed compensatory arrangements) that, in the opinion of the Board, would interfere
with the exercise of his or her independent judgment as a member of the Committee. In complying with the
requirements for independence (as defined by all applicable rules and regulations), the Committee may choose to
achieve such compliance over any permitted transition peried. All members of the Committee shall have a working
familiarity with basic finance and accounting practices, and at least one member of the Committee shall be a
“financial expert” in compliance with the criteria established by the SEC. The existence of such member(s) shall be
disclosed in periodic filings as required by the SEC. Committee members may enhance their familiarity with finance
and accounting by participating in educational programs conducted by the Company or an cutside consultant.
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Annually, the members of the Committee shall be elected by the Board at the annual meeting of the Board,
Vacancies or additions to the Committee may be filled at any time during the year by action of the full Board.
The term of service for Committee members shall be one year or until their successors shall be duly elected and
qualified. Unless a Chair is elected by the full Board, the members of the Committee may designate a Chair by
majoerity vote of the full Committee membership.

C. Meetings. The Committee shall meet at least four times annually, or more frequently as circumstances
dictate. Meetings may be conducted through the use of any means of communication by which all members may
simultaneously hear each other during the meeting. As part of its job to foster open communication, the
Committee should meet periodically with management, the director of the Internal Auditing department and the
independent auditors in separate executive sessions to discuss any matters that the Committee or each of these
groups believe should be discussed privately. In addition, the Committee should meet quarterly with the
independent auditors and management to discuss the annual audited financial statements and quarterly financial
statements, including the Company’s disclosure under “Management’s Discussion and Analysis of Financial
Condition and Results of Operations”. 'The Committee will also periodically meet with management responsible
for risk management.

D. Executive Sessions. At the conclusion of each meeting, the Chair may conduct an executive session
where directors meet without management participation.

E. Quorum, Action by Committee, A quorum at any Committee meeting shali be at least a majority of the
Committee. All determinations of the Committee shall be at least a majority of its members present at a meeting
duly called and held. Any decision or determination of the Committee reduced to writing and signed by all of the
members of the Committee shall be fully as effective as if it had been made at a meeting duly called and held.

F. Agenda, Minutes and Reports. The Chair of the Committee shall be responsible for establishing the
agendas for the meetings of the Committee. An agenda, together with materials relating to the subject matter of
each meeting, shall be sent to the members of the Committee prior to each meeting. Minutes for all meetings of
the Committee shall be prepared to document the Committee’s discharge of its responsibilities. The minutes shall
be circulated in draft form to all Committee members to ensure an accurate final record, shall be approved at a
subsequent meeting of the Committee and shall be distributed periodically to the full Board. The Committee shall
make regular reports to the Board.

G. Performance Evaluation. The Committee shall evaluate its performance on an annual basis and
develop criteria for such evaluation.

III. Responsibilities
The following shall be the principal responsibilities of the Committee:
A. Documents/Reports/Accounting Information Review

1. Review and discuss with management the Company’s annual financial statements, quarterly financial
statements, and all internal controls reports (or summaries thereof). Review other relevant reports or financial
information submitted by the Company to any governmental body, or the public, including management
certifications as required by the Sarbanes-Oxley Act of 2002 (Sections 302, 404 and 906) and relevant reports
rendered by the independent auditors {or summaries thereof).

2. Recommend to the Board whether the financial staiements should be included in the Annual Report on
Form 10-K. Review with financial management and the independent auditors the 10-Q prior to its filing {or prior
to the release of earnings).

3. Review and comment on the earnings press releases with management, including review of “pro-forma”
or “adjusted” non-GAAP information.
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4. Discuss with management financial information and earnings guidance provided to analysts and rating
agencies. Such discussions may be on general terms (i.e., discussion of the types of information to be disclosed
and the type of presentation to be made).

5. Review the regular internal reports {or summaries thereof) to management prepared by the internal
auditing department and management’s response.

B. Independent Auditors

1. Appoint (subject to shareholder ratification, if the Board determines such ratification should be submitted
to the Company’s shareholders), compensate, and oversee the work performed by the independent auditor for the
purpose of preparing or issuing an audit report or related work, Review the performance of the independent
auditors and remove the independent auditors if circumstances warrant. Review the experience and qualifications
of senior members of the independent audit team annually and ensure that all partner rotation requirements, as
promulgated by applicable rules and regulations, are executed. The independent auditors shall report directly to
the Committee and the Committee shall oversee the resolution of disagreements between management and the
independent auditors in the event that they arise. Consider whether the auditor's performance of permissible
non-audit services is compatible with the auditor’s independence.

2. Review with the independent auditor any problems or difficulties and management’s response; review
the independent auditor’s attestation and report on management’s internal control report; and hold timely
discussions with the independent auditors regarding the following:

« all critical accounting policies and practices;

+ all alternative treatments of financial information within generally accepted accounting principles that
have been discussed with management, ramifications of the use of such alternative disclosures and
treatments, and the treatment preferred by the independent auditor;

* other material written communications between the independent auditor and management including, but
not limited to, the management letter and schedule of unadjusted differences; and

* an analysis of the auditor’s judgment as to the quality of the Company’s accounting principles, setting
forth significant reporting issues and judgments made in connection with the preparation of the financial
statements.

3. At least annually, obtain and review a report by the indepcn‘dem auditor describing:

+ the firm’s internal quality control procedures;

* any material issues raised by the most recent internal quality-control review, peer review, or by any
inquiry or investigation by governmental or professional authorities, within the preceding five years,
respecting one or more independent audits carried out by the firm, and any steps taken to deal with any
such issues: and

* (to assess the auditor’s independence) all relationships between the independent auditor and the
Company.

4. Review and pre-approve both audit and non-audit services to be provided by the independent auditor
(other than with respect to de minimis exceptions permitted by the Sarbanes-Oxley Act of 2002). This duty may
be delegated to one or more designated members of the audit committee with any such pre-approval reported to
the audit committee at its next regularty scheduled meeting. Approval of non-audit services shall be disclosed to
investors in periodic reports required by Section 13(a) of the Securities Exchange Act of 1934.

5. Set and review clear hiring policies annually that are compliant with governing laws or regulations, for
employees or former employees of the independent auditor.
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C. Financial Reporting Processes and Accounting Policies

1. In consultation with the independent auditors and the Internal Audit department, review the integrity of
the organization’s financial reporting processes (both internal and external), and the internal control structure
(including disclosure controls).

2. Review with management major issues regarding accounting principles and financial statement
presentations, including any significant changes in the Company’s selection or application of accounting
principles, and major issues as to the adequacy of the Company’s internal controls and any special audit steps
adopted in light of material control deficiencies.

3. Review analyses prepared by management and the independent auditor setting forth financial reportiﬁg
issues and judgments made in connection with the preparation of the financial statements, including analyses of
the effects of alternative GAAP methods on the financial statements.

4. Review with management the effect of regulatory and accounting initiatives, as well as off-balance sheet
structures, on the financial statements of the Company.

5. Establish and maintain procedures for the receipt, retention, and treatment of complaints regarding
accounting, internal accounting, or auditing matters.

6. Establish and maintain procedures for the confidential, anonymous submission by Company employees
regarding questionable accounting or auditing matters.

D. internal Audit

1. Review and advise on the selection and/or removal of the Internal Audit director when appropriate.
2. Review activities, organizational structure, and qualifications of the Internal Audit department annually.
3. Annually, review and recommend changes (if any} to the Internal Audit charter.

4, Review the performance of the Director of Internal Audit when appropriate and when necessary
communicate the performance of the Director of Internal Audit to management.

5. Periodically review with the Internal Audit director any significant difficulties, disagreements with
management, or scope restrictions encountered in the course of the department’s work.

E. Ethical Compliance, Legal Compliance, and Risk Management

1. Establish, review and update periodically a Code of Ethical Conduct and ensure that management has
established a system to enforce this Code. Ensure that the code is in compliance with all applicable rules and
regulations.

2. Review management’s monitoring of the Company’s compliance with the organization’s Ethical Code,
and ensure that management has the proper review system in place to ensure that Company’s financial
statements, reports and other financial information disseminated to governmental organizations, and the public
satisfy legal requirements.

3. Review, with the Company’s general counse!, legal compliance matters including corporate securities
trading policies. '

4. Review, with the Company’s general counsel, any legal matter that could have a significant impact on
the organization's financial statements,
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3. Discuss and review policies with respect to risk assessment and risk management. Such discussions
should occur gquarterly and include the Company’s major financial and accounting risk exposures and the actions
management has undertaken to control them.

F. Other Responsibilities

1. Review with the independent auditors, the Internal Auditing department and management the extent to
which changes or improvements in financial or accounting practices, as approved by the Committee, have been
implemented. {This review should be conducted at an appropriate time subsequent to implementation of changes
or improvements, as decided by the Committee.)

2. Prepare and approve the report that the SEC requires be included in the Company’s annual proxy
statement,

3. Perform any other activities consistent with this Charter, the Company’s by-laws and governing law, as
the Committee or the Board deems necessary or appropriate.




APPENDIX E

Vectren Corporation
Board of Directors
Finance Committee Charter
Adopted As Of May 17, 2004, and
Revised and Restated As Of February 23, 2005

1. Statement of Purpose

The Finance Committee (Committee) is a standing committee of the Board of Directors (Board). The
Committee shall have as its only standing member the Chair of the Board, President and Chief Executive Officer
(“Chair™), who shall also be the chair of the Committee. The purpose of the Committee is to act on behalf of the
Board, within parameters established by the full Board and applicable law, with respect to financing activities of
the Company, including, as necessary or advisable, financing activities of one or more of the Company’s
subsidiaries or affiliates.

I1. Organization

A. Charter. At least annually, this charter shall be reviewed and reassessed by the Committee and any
proposed changes shall be submitted to the Board for approval.

B. Members. The members of the Committee shall be appointed by the Board. To be eligible, the
members of the Committee, other than the Chair, shall meet the independence requirements established by the
Board. The Committee shall be comprised of at least three members. Committee members may be removed by
the Board.

C. Meetings. The Commitiee shall meet at such times as may be requested by the Chair or otherwise
pursuant to authority delegated by the Board. The Committee shall meet only when in the reasonable judgment of
the Chair it is necessary or desirable to have Board involvement in actions relating to financing activities of the
Corporation, but it is either impracticable to convene a meeting of the full Board, or action by the Committee has
been authorized pursuant 1o delegation by the full Board.

D. Executive Sessions. At the conclusion of each meeting, the Chair may conduct an executive session
where committee members meet without management participation.

E. Quorum; Action by Committee. A quorum at any Committee meeting shall be a majority of the
Committee. All determinations of the Committee shall be made by a majority of its members present at a meeting
duly called and held. Any decision or determination of the Committee reduced to writing and signed by all of the
members of the Committee shall be fully as effective as if it had been made at a meeting duly called and held.

F. Agenda, Minutes and Reporrs. The Chair of the Committee shall be responsible for establishing the
agendas for meetings of the Committee. An agenda, together with materials relating to the subject matter of each
meeting, shall be sent to members of the Committee prior to each meeting. Minutes for all meetings of the
Committee shall be prepared to document the Committee’s discharge of its responsibilities. The minutes shall be
circulated in draft form to all Committee members to ensure an accurate final record, shall be approved at a
subsequent meeting of the Committee and shall be distributed periodically to the full Board. The Commitiee shall
make regular reports to the Board.

G. Performance Evaluation. The Committee shall evaluate its performance on an annual basis and
develop criteria for such evaluation.
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I1I. Responsibilities
The following shall be the principal responsibilities of the Committee:

A. Authority. When it is impracticable for the full Board to meet and take action with respect to
financing activities of the Company, including, as necessary or advisable, financing activities of one or more
of the Company’s subsidiaries or affiliates, the Committee shall have all of the authority of the full Board
allowed by applicable law to discharge the duties of the Board. Moreover, the Committee shall also have all
of the authority of the full Board allowed by applicable law to discharge the duties that have been delegated
by the Board. The Committee shall have all of the authority of the full Board allowed by the Indiana
Business Corporation Law.

B. Financing Activities. The Committee shall act on behalf of the Board, within parameters
established by the full Board and applicable law, with respect to financing activities of the Corporation,
including, as necessary or advisable, financing activities of one or more of the Company’s subsidiaries or
affiliates.

C. Access to Records, Consultants and Others. In discharging its responsibilities, the Committee
shall have full access to any relevant records of the Company and may retain outside consultants, at the
Company’s expense, to advise the Committee. The Committee shall have the ultimate authority and
responsibility to hire or terminate any outside consultant engaged to assist the Committee in discharging its
responsibilities and to approve the terms of any such engagement and the fees of any such consultant, The
Committee may also request that any officer or other employee of the Company, the Company’s outside
legal counsel or any other person meet with any members of, or consultants to, the Committee.

D. Delegation. The Committee may delegate any of its responsibilities to a subcommittee comprised
of one or more members of the Committee.

E. Other Duties. The Committee shall also carry out such other duties that may be delegated to it by
the Board from time to time.
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APPENDIX F

Vectren Corporation
Board of Directors
Compensation and Benefits Committee Charter
Adopted As of February 26, 2003
As Amended and Restated Effective February 1, 2007

I. Statement of Purpose

The Compensation and Benefits Committee (Committee) is a standing committee of the Board of Directors
(Board). The purpose of the Commiitee is to discharge the responsibility of the Board relating to total
compensation of the Company’s executive officers and such other senior executives as the Committee may
determine {together, “management”) and related matters. The Commitiee shall also prepare a report on executive
compensation for inclusion in the Company’s annual proxy statement. '

I1. Organization

A. Charter, At least annually, this charter shall be reviewed and reassessed by the Committee and any
proposed changes shall be submitted to the Board for approval.

B. Members. The members of the Committee shall be appointed by the Board and shall meet the
independence requirements of applicable law and the listing standards of the New York Stock Exchange, the
requirements of an “outside director” for purposes of Section 162(m) of the Internal Revenue Code of 1986, as
amended, and the requirements of a “non-employee director” for purposes of Section 16 of the Securities
Exchange Act of 1934, as amended. The Committee shall be comprised of at least three members. Committee
members may be removed by the Board. The Board shall also designate a Committee Chair.

C. Meetings. In order to discharge its responsibilities, the Committee shall each year establish a schedule
of meetings; additional meetings may be scheduled as required.

D. Executive Sessions. At the conclusion of each meeting, the Chair may conduct an executive session
where non-management directors (i.e., directors who are not Company officers) meet without management
participation.

E. Quorum; Action by Committee. A quorum at any Committee meeting shall be a majority of the
Committee. All determinations of the Committee shall be made by a majority of its members present at a meeting
duly called and held. Any decision or determination of the Committee reduced to writing and signed by all of the
members of the Commitiee shall be fully as effective as if it had been made at a meeting duly called and held.

E. Agenda, Minutes and Reports. The Chair of the Committee shall be responsible for establishing the
agendas for meetings of the Committee. An agenda, together with materials relating to the subject matter of each
meeting, shall be sent to members of the Committee prior to each meeting. Minutes for all meetings of the
Committee shall be prepared to document the Committee’s discharge of its responsibilities. The minutes shall be
circulated in draft form to all Committee members to ensure an accurate final record, shall be approved at a
subsequent meeting of the Committee and shail be distributed periodically to the full Board. The Committee shall
make regular reports to the Board.

. G. Performance Evaluation. The Committee shall evaluate its performance on an annual basis and
develop criteria for such evaluation.
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III. Responsibilities
The following shall be the principal responsibilities of the Committee:

A. Goals and Objectives. The Committee shall review and approve periodically, but no less
frequently than annually, the Company’s goals and objectives relevant to compensation of the Chief
Executive Officer and management, including the balance between short-term compensation and long-term
incentives, shall evaluate the performance of the Chief Executive Officer and management in light of those
goals and objectives, and shall set the compensation level of the Chief Executive Officer and management
based on such evaluation.

B. Compensation Levels. The Committee shall establish the compensation level (including base and
incentive compensation) and direct and indirect benefits of the Chief Executive Officer and management. In
determining incentive compensation, the Committee shall consider, among other factors it deems
appropriate from time to time, the Company’s performance and relative shareholder return (or other criteria)
during such periods as the Committee may deem appropriate, the value of similar incentive awards to
persons holding comparable positions at comparable companies and the awards given to management in
prior years. The Chair of the Commitiee shail be responsible for communicating to the Chief Executive
Officer the evaluation of the performance of the Chief Executive Officer conducted by the outside Directors
of the Company and the level of compensation approved for the Chief Executive Officer.

C. Post-Service Arrangements. The Committee shall evaluate the post-service arrangements and
benefits of the Chief Executive Officer and management and their reasonableness in light of practices at
comparable companies and any benefits received by the Company in connection with such arrangements.
The Committee shall also review for reasonableness all other post-service arrangements between the
Company, including its wholly-owned subsidiaries, and current or former employees to the extent those
arrangements involve an annual Company obligation of in excess of $100,000.00.

D. Incentive Compensation Plans. The Commitiee shall make recommendations to the Board with
respect Lo the establishment and terms of incentive compensation plans and equity-based plans and, unless
determined otherwise by the Board, shall be the principal administrator of such plans, including determining
any awards to be granted to the Chief Executive Officer and management under any such plan implemented
by the Company.

E. Consulting and Employment Agreemenrs. The Committee shall have the responsibility for
reviewing and approving all consulting and employment agreements of the Company with any of the
Company’s executive officers, or with any director, provided that any such agreement must also be
approved by the full Board. The Committee shall also review for reasonableness all other consulting
agreements between the Company, including its wholly-owned subsidiaries, and former employees to the
extent those agreements involve an annual Company obligation of in excess of $100,0600.00.

. F. Administration of Employee Benefits and Benefit Plans. The Committee shall have the
responsibility for overseeing the administration of employee benefits and benefit plans for the Company and
its subsidiaries; reviewing new benefits or changes in existing benefits; and appointing from among the
management of the Company committees to administer such employee benefits and benefit plans.

11I. Responsibilities

G. Common Stock Ownership Guidelines. The Committee shall periodically review, assess and
recommend changes to the minimum Company common stock ownership guidelines applicable to the
officers of the Company.

H. Evaluation of Total Compensation Program. The Committee shall review on a periodic basis the
operation of the Company's total compensation program to evaluate its coordination and execution and shall
recommend to the Board steps to modify compensation programs that provide benefits or payments that are
not reasonably related or are disproportionate to the benefits received by the Company.
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. Perquisite Policies. The Committee shall establish and review periodically policies with respect to
management perquisites.

J. Access to Records, Consultants and Others. The Committee shall have the ultimate authority and
responsibility to engage and terminate any outside consultant, at the Company’s expense, to assist with the
discharge of their responsibilities, including in determining appropriate compensation levels for the Chief
Executive Officer or other senior executive management and to approve the terms of any such engagement
and the fees of any such consultant. In discharging its responsibilities, the Committee shall have full access
to any relevant records of the Company and may also request that any officer or other employee of the
Company, including the Company’s senior compensation or human resources executives, the Company’s
outside legal counsel or any other person meet with any members of, or consultants 1o, the Committee.

K. Annual Compensation and Benefits Committee Report. The Committee shall produce an annual
report on executive compensation for inclusion in the Company’s annual proxy statement, all in accordance
with applicable rules and regulations,

L. Delegation. The Committee may delegate any of its responsibilities to a subcommittee comprised
of one or more members of the Committee.

M. Other Duties. The Committee shall also carry out such other duties that may be delegated to it by
the Board from time to time,
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APPENDIX G

Corporate Code of Conduct

I. PURPOSE

Vectren Corporation, including its wholly-owned subsidiary companies {(collectively, “‘Company™), serves
an important role in the lives and livelihoods of hundreds of thousands of individual families, businesses and
investors, in the region it serves. This role is supported by the Company’s commitments and obligations Lo its
shareholders, customers, employees and communities served (collectively, “stakeholders™).

The Company has a reputation as a good corporate citizen and enjoys a high level of public trust and
confidence. Public trust and confidence is fundamental to good business and a prerequisite for any enterprise’s
continued success.

To effectively satisfy the Company’s commitments and obligations to its stakeholders, uphold its reputation
for good citizenry and maintain the public’s trust and confidence, we, as officers and employees (collectively,
“Employees™) of the Company, must conduct ourselves and discharge our responsibilities to the Company with
the highest standards of integrity and fair dealing,

Our good reputation, as well as the public’s trust and confidence in the Company, are valuable assets that
cannot be taken for granted and must be safeguarded and earned everyday. This Corporate Code of Conduct
(*Code™) is intended to help achieve these objectives by providing each Employee with gtidelines for making
decisions which support the Company’s commitment to the highest standards of integrity and fairness.

I1. SCOPE

The Code is applicable to all Employees at Vectren Corporation and each of its wholly owned subsidiaries,
The Code also applies to Employees at any newly formed or acquired company immediately upon formation or
acquisition. The “Company”, as used in this Code, means Vectren Corporation and all of its wholly owned
subsidiaries. Any waiver of the Code for executive officers or directors may be made only by the board or a
board commitiee and must be promptly disclosed to shareholders.

1. GENERAL POLICY

It is the Company’s policy that Employees will conduct themselves in a truthful, honest and ethical manner
with the highest standard of integrity and fair dealing. The following standards emphasize the Code’s focus on
compliance and appropriate conduct:

« Compliance with Company policies and procedures. .
* Compliance with applicable local, state and federal laws.

* Compliance with applicable rules, regulations and technical standards governing the operation of our
businesses.

» Avoidance of conflicis of interest or the appearance of conflicts of interest (as defined in the attached
guidelines).

« Maintenance of accurate accounts, books and records.
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IV. APPLICATION

The following is intended to provide general guidance to Employees on issues related to their conduct, it is
not to be considered as an all-inclusive list. Questions regarding whether conduct would be inconsistent with the
Code should be directed to your supervisor, Vectren Corporation’s Director of Internal Auditing (Director of
Auditing) or the Chair of the Audit Committee via mail at “Chair of the Audit Committee”, Vectren Corporation,
P.O. Box 209, Evansville, Indiana, 47702-0209 or via email at chairauditcommittee @vectren.com. In some
cases, the Company may already have detailed policies and procedures related to these guidelines, which detail
administrative interpretations and/or implementation instructions, If so, such policies and procedures shouid be
consulted for further information,

A. Conflicts of Interest

Conflicts of interest arise when any circumstance, relationship or financial interest prevents, or has the
appearance of preventing any Employees from discharging their responsibilities exclusively in the best interest of
the Company and independent of personal considerations.

These circumstances, relationships or financial interests do not have to be directly related to an Employee.
Conflicts or appearances of conflicts may arise where a close family member of an Employee is involved in a
transaction with the Company or could stand to benefit from a transaction the Company may have with a third

party.

Although it is not possible to identify every activity that might give rise to a conflict of interest, some of the
more common circumstances that could result in a conflict are set forth below. Should you have any questions
regarding this matter, you should consult your supervisor, the Director of Auditing or the Chair of the Audit
Committee via mail at “Chair of the Audit Commiitee”, Vectren Corporation, P.O. Box 209, Evansville, Indiana,
47702-0209 or via email at chairauditcommittee @ vectren.com,

1. Relationships with Company Vendors, Suppliers, Contractors and Customers

Employees are expected to maintain impartial relationships with the Company’s vendors, suppliers,
contractors and customers. Employees must be motivated solely to acquire and/or provide goods or services
on terms most favorable to the Company. Care must be exercised to avoid even the appearance of special
influence being exerted on behalf of a vendor, supplier, contractor or customer due to personal or other
relationships.

Generally, Employees should avoid financial interests in vendors, suppliers, or contractors with whom
the Company does business: -

As it relates to officers and employees, any relationship other than the employer-employee relationship
that exists between an officer or employee and the Company, should be disclosed in accordance with the
reporting requirements found in the Responsibilities and Enforcement section of the Code.

2. Gifts, Meals, Services and Entertainment

It is a violation of the Code for an Employee or a close family member of an Employee to request or
accept anything of value which, based upon the facts and circumstances, could be reasonably determined to
have an influence on the performance of the Employee’s duties to act in a manner which favors a vendor,
supplier, contractor or customer contrary to the Company’s best interests.

Normal and customary business meals and entertainment {(which are considered generally accepted
business practices) or small gifts which are intended for promoticnal or advertising purposes only, are not
considered a violation of the Code so long as the item of value is not excessive. Excessive is defined as
being of sufficient value as to actvally influence or which, based upon the facts and circumstances, could
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reasonably be concluded to have the ability to influence decisions made by the recipient or cause the
recipient to favor the provider. In no case should an Employee accept “gifts of cash”/bribes from vendors,
competitors, suppliers or contractors,

Employees receiving normal and customary gifts, business meals or entertainment, services or anything
else of value from a single Company vendor, supplier, contractor or customer, with an annual cumulative
value in excess of $200, must report such items in accordance with the reporting requirements found in the
Responsibilities and Enforcement section of the Code.

3. Outside Employment

In general, officers and Employees have the right to be employed outside the Company and to have
financial and managerial interests in outside companies. However, any outside employment or business
activities must not conflict with the officer’s or Employee’s ability to properly perform his or her
responsibilities or job duties, nor should such employment or business activity create or appear to create a
conflict of interest.

No officer may, without prior approval of the Governance Committee, serve as a compensated member
of the board of any other enterprise. Likewise, Employees seeking to serve as a member of the board of any
other enterprise should consult with their supervisor and obtain approval prior to accepting the position,

No officer or Employee may, without prior approval of their supervisor, perform work or services for
an outside organization which has or secks to have a business relationship with the Company. Supervisors
should consider whether the Employee’s service in such a capacity would cause a conflict of interest or
interfere with the Employee’s ability to perform their duties.

4. Confidential Information and Insider Trading

In the course of fulfilling their responsibilities to the Company, Employees may have access to
information that is of a confidential, privileged, competitive and/or proprietary nature (collectively,
“Confidential Information™), It is essential that Employees protect the confidentiality of such information.

The use or disclosure of confidential information may be for Company purposes only and not for
personal benefit or the benefit of others.

Federal and state laws explicitly prohibit Employees from using “insider” or “material non-public”
information when trading or recommending Company securities {i.e., stock or debt). Information is
considered “material” if there is a substantial likelihood that a reasonable investor would consider it
important in arriving at a decision to buy, sell, or hold the Company's securitics. Employees must not act on
such information until it has been disclosed to the public and the public is considered to have had an
opportunity to absorb the information. Generally, this would not be until information has been publicly
disclosed and the market has had an opportunity to react to the information.

Employees must not disclose “insider” or “material non-public” information to others, including
friends or relatives, until such information has been disclosed to the public. Such “outsiders” who have
received material inside information are also considered by law to be “insiders” and are subject to the same
legal prohibitions described above.

Examples of inside information that might be considered to be material include dividend rate changes,
earnings estimates, significant expansion or curtailment of operations, a merger or acquisition proposal or
agreement, sale or purchase of substantial assets, major litigation, or other matters that could significantly
impact the Company.

Examples of trading Company securities include directly buying and selling stock and transfers into
and out of the Company stock fund in the 401{k) Pian.
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5. Participation in Public Office

The Company believes strongly in the democratic process and supports that process through all
appropriate means. Employees are encouraged to participate in our system of government, to speak out on
public issues and to be active in civic and political activities.

However, conflicts of interest must be avoided. Thus, when speaking out on public issues, Employees
should not give the appearance of acting on the Company’s behalf unless they have, in fact, been authorized,
in advance, to do so. Employees who hold public office should not participate in any decision that would
directly and substantially affect the Company (i.e., assessing Company land for tax purposes) and should
make it clear why they are abstaining.

6. Use of Company Name or Resources for Personal Benefit

It is the Company’s policy that Empioyees not use the name of the Company, its purchasing power or
its assets or resources for their personal benefit without proper approval. Disposal of Company assets should
be made strictly in accordance with established procedures which specify required approvals and methods of
disposal. The best interests of the Company are served when its resources are used only for the benefit of the
Company. It is the responsibility of all officers and employees to ensure Company assets and resources are
safeguarded and not misused. Employees are expected to exercise reasonable judgment regarding the
appropriateness of incidental personal use of Company assets.

B. Accuracy of Books and Records

The Company maintains a system of internal controls which it believes provides reasonable assurance that
Company assets are safeguarded and that transactions are properly executed and recorded in accordance with
management’s criteria. This system is characterized by a control-oriented environment within the Company,
which includes policies and procedures along with supervisory overview and approval of transactions.

It is the Company’s policy that all transactions will be recorded in an accurate and timely manner and in
accordance with established procedures. It is a violation of the Code to intentionally misstate, conceal or
otherwise misrepresent any transaction. Falsification of any Company record is strictly prohibited and, as
appropriate, may be subject to disciplinary action, up to and including termination.

The Company’s senior financial officers have special responsibilities relating to the preparation and
dissemination of the Company’s financial statements. These responsibilities include the requirement to
periodically submit certifications with respect to the accuracy of those statements. (See Section V, D Annual
Reporting).

C. Suspected Dishonest, Fraudulent or Illegal Activities

The Company, like any enterprise, is subject to the possibility of dishonest, fraudulent and illegal activities
by one or more of its employees or agents. It is the Company’s policy to establish and maintain an atmosphere
hostile to such activities and to encourage employees to come forward if they are made aware of any such
activities. Given the Company’s obligations and responsibilities to all of its stakeholders, dishonest, fraudulent
and illegal activities will not be tolerated and will be dealt with severely.

Accordingly, the Code, along with other measures and controls, have been established by the Company to:

» Prevent and detect dishonest, fraudulent and illegal activities,

» Encourage those aware of such activities to come forward and provide them a method by which such
communications can be made in complete confidence and without fear of retribution, and

« Promptly investigate and resolve such activities in a fair and objective manner.
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To protect the reputations and rights of individuals suspected of wrongdoing, and to preserve the integrity
and confidentiality of the investigatory process, the Code must be strictly followed. Any individual suspected of
a dishonest or fraudulent activity will be given the opportunity to provide proof to the contrary. If it is concluded
that illegal activities are involved, the matter may be referred to the appropriate law enforcement authorities.

The Director of Auditing will have the overall responsibility for overseeing compliance with this policy and,
together with the executive officer responsible for the area in question, will be responsible for the investigation of
suspected dishonest or fraudulent activities. The investigation of any suspected illegal activities will be the
responsibility of Company’s General Counsel,

Operating management is primarily responsible for preventing and detecting dishonest, fraudulent and
illegal activities within their assigned areas. To discharge this responsibility, each manager or supervisor should
be generally familiar with the potential for dishonest, fraudulent and illegal activities that may occur within their
areas. Each manager and supervisor should also be alert for irregularities or deviations from standard operating
procedures, which may indicate the presence of such activities,

All officers and employees must be alert for dishonest, fraudulent and illegal activities. Such activities or
irregularities may include, but are not limited to:

* Alteration or intentional misstatement of Company reports and records (including time and expense
reports and bidding documentation),

» Forgery or other unauthorized or improper alteration of checks, drafts, promissery notes, and securities,
» Any misappropriation of funds, securities, supplics, or any other asset,

* Any irregularity in the handling or reporting of monetary transactions,

» Unauthorized disposal of Company assets, or

» Any illegal act.

In the event Employees are made aware of any of the above activities or other dishonest, fraudulent or
illegal activities, they should immediately notify, as appropriate, their supervisor or the Director of Auditing. All
such communications will be held in strict confidence. Upon leaming of these matters, affected supervisors are
responsible for immediately notifying the Director of Auditing and the executive officer with responsibility for
the area where the alleged activities are occurring, In turn, all communications of these matters will be discussed
with the Chair of the Audit Committee.

In extraordinary cases where the confidential channels of communication described above are still not
deemed sufficient and an officer or employee is gravely concemned about protecting his or her identity while
bringing a suspected dishonest, fraudulent or illegal activity to light for investigation (including accounting or
auditing issues), they may communicate their concern directly to the Chair of the Vectren Corporation Audit
Committee. The officer or employee should provide as much detail and 'speciﬁcs as possible regarding the
alleged activities and place the document (without self-identification, if so desired) in an envelope, sealed and
marked confidential, addressed via mail to the “Chair of the Audit Committee”, Vectren Corporation, P.Q. Box
209, Evansville, Indiana, 47702-0209 or via email at chairauditcommittee @ vectren.com. Upon receipt in the
Company’s mail distribution center, the envelope will be forwarded unopened to the Chair of the Audit
Committee. Pursuant to the Charter of the Audit Committee of Vectren Corporation, the Chair has at their
disposal the resources necessary to investigate the concerns.

Great care must be exercised in the investigation of and in communicating or reporting these matters within
the Company. It is essential to avoid making false or incorrect accusations or contacting suspected individuals
that an investigation is under way. Individuals suspected of such activities will be contacted through appropriate
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channels. Therefore, to protect the reputations and rights of individuals suspected of wrongdoing, and to preserve
the integrity and confidentiality of the investigatory process, the following must be strictly adhered to:

+ Officers or Employees who believe they have specific knowledge of an alleged dishonest, frandulent or
illegal activity must immediately contact their supervisor, the Director of Auditing or the Chair of the
Audit Committee of Vectren Corporation;

= Officers or Employees, other than those specifically authorized to do so, must not contact the suspected
individual to determine the facts or discuss any other aspect of the matter;

» Officers or Employees must not discuss the case with anyone inside the Company other than those
involved in the investigatory process;

« Officers or Employees, other than those specifically authorized to do so, must not discuss the case, facts,
suspicions, or allegations with anyone outside the Company unless in response to questions from law
enforcement authorities; and,

» Officers or Employees must direct all inquiries from individuals suspected of wrongdeing or their
representatives, to the Director of Auditing, the appropriate executive officer or the Company’s General
Counsel. Proper response to such an inquiry should be, “I'm not ai liberty to discuss this matter.” Under no
circumstances should there be any reference to “what you did,” “the crime,” “the fraud,” “the forgery” etc.

This section of the Code is intended to provide further guidelines on how to report matters related to Code
compliance and employee and supervisory responsibilities associated with the Code’s enforcement.

V. RESPONSIBILITIES AND ENFORCEMENT

It is the responsibility of all Employees to ensure compliance with the Code. It is the specific responsibility of
each supervisor to ensure their employees are aware of and understand the Code. It is further the responsibility of each
supervisor to monitor compliance with the Code and report instances of non-compliance to the Director of Auditing.

Employees aware of potential violations of the Code should contact, as appropriate, their supervisor or the
Director of Auditing, In the case of an employee, if the employee concludes that contacting his or her supervisor
would not be prudent, he or she can directly communicate potential violations, in complete confidentiality, to the
Director of Auditing or the Chair of the Audit Committee as indicated in the prior section. Upon notification of a
potential violation of the Code, the Director of Auditing will discuss the Issue with the Chair of the Audit
Committee and promptly investigate the matter and, if substantiated, notify the appropriate executive officer for
resolution and determination of appropriate action. Employees alleged to have violated the Code will have an
opportunity to offer proof to the contrary. Failure to report violations of the Code following their discovery may
also be grounds for disciplinary action. An employee who violates the Code will be subject to disciplinary action,
up to and including termination.

Employees who have questions regarding interpretation of the Code as it relates to specific situations or
certain actions should discuss the matter with their supervisor. Supervisors uncertain as to the proper
interpretation of the Code as it relates to an employee’s question should contact the Director of Auditing and/or
their area’s executive officer for resolution, and/or the Chair of the Audit Committee.

Any violations of the Code or questions regarding interpretation of the Code which cannot be resolved by
the Director of Auditing and the appropriate executive officer will be directed to the Chair of the Audit
Committee for final resolution. '

A. Reporting Requirements

The reporting thresholds, as described below, should not be construed to mean that because an event or
circumstance requires reporting, a conflict of interest antomatically exists. In general, the objective of these reporting
requirements is 10 provide management with information which could help in identifying potential conflicts of interest.
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B. Substantial Ownership

Employees, directly or indirectly, owning or acquiring financial interest of $25,000 or more, or 3%
ownership (regardless of the amount) in vendors, suppliers or contractors who do business with or are seeking to
do business with the Company must report such relationships to their immediate supervisor.

Supervisors made aware of such relationships are responsible for making the determination of whether a
conflict of interest exists given the circumstances and -responsibilities of the employee involved. If it is
determined that a conflict exists, the supervisor should contact the appropriate executive officer and the Director
of Auditing for resolution. '

C. Gifts, Meals and Entertainment in Excess of $200 Value

Employees receiving normal and customary gifts, business meals or entertainment, services, or anything
else of value from a single Company vendor, supplier, contractor or customer, with an annual cumulative value
in excess of $200, must report such items to their immediate supervisor. Promotional and advertising items of
nominal value and minimal quantity are not subject to this reporting requirement.

Supervisors are expected to provide proactive guidance to employees in regard to this policy. If an employee
is uncertain of the value of an item offered or received, or if the employee is uncertain whether acceptance of
such an item could constitute a conflict of interest, they should discuss the matter with their supervisor for
resolution.

Each supervisor is responsible for making the determination of whether acceptance of any such item would
create an actual or perceived conflict of interest given the circumstances and responsibilities of the employee
involved. If the supervisor determines acceptance of a particular item would create an actual or perceived conflict
of interest, the item should be cordially declined or returned with an explanation given to the vendor, supplier or
contractor regarding the Code’s provisions.

1

Each supervisor is responsible for maintaining records of items received by his/her employees (see Exhibit
A). Periodically, these records should be reviewed to determine whether trends exist which might indicate a
possible conflict of interest.

D. Annual Reporting

Annually, in conjunction with the review by the Company’s external auditors, the Director of Auditing will
mail surveys with certificates of compliance to all directors, officers and key employees for completion. The
survey and certificates provide the means by which the Company can document compliance with the Code and
ensure that all directors, officers and key employees (primarily supervisors and above) are familiar with the
Code’s contents (see Exhibit B).

Also, annually, the Director of Auditing will mail letters to the Company’s major vendors, suppliers and
contractors informing them of the Code’s provisions regarding gifis and entertainment, and employees’ acquiring
a substantial financial interest in organizations doing business with the Company (see Exhibit C}.

In addition to the certificate of compliance in Exhibit B, the CEQ, CFQ, Treasurer and Controller must
complete the certification for Principal Executive & Senior Financial Officers (see Exhibit D) and submit to the
Director of Auditing.

Vectren’s Board of Directors is also subject to a Code of Ethics. This Code is provided in Exhibit E. The
Board of Directors is required to affirm compliance with their Code annually.
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EXHIBIT A

ENTERTAINMENT AND GIFT FORM

In accordance with the Corporate Code of Conduct, Employees receiving normal and customary gifts,
business meals or entertainment, services or anything else of value from a single Company vendor, supplier,
contractor or customer, with an annual cumulative value in excess of $200, must report such items to their
immediate supervisor, (cumulative totals comprised solely of individual items that are of a promotional/
advertising nature (coffee mugs, hats, pencils, etc.) and of nominal value and quantity need not be reported).

Accordingly, this form is provided to help facilitate the reporting process and to ensure all necessary information
is documented.

A. GENERAL
1. Employee:
2. Vendor, supplier, contractor or customer:;

B. ENTERTAINMENT AND MEALS
1. Type, location and date:

Estimated cost, including transportation and accommodations if applicable: $°
Business purpose:

List names and company affiliations of others present:

Does the Company currently do business with this organization?
i Yes [] No [

| 6. Was this cleared with your supervisor beforehand?

Yes [ No []

C. GIFTS, SERVICES AND OTHER ITEMS OF VALUE
Description and approximate value:

ok

Employee Signature Date .

D. SUPERVISOR COMMENTS

Supervisor Signature . Date




EXHIBIT B
ANNUAL CODE OF CONDUCT QUESTIONNAIRE

This questionnaire is being sent to key employees in accordance with the Company’s Corporate Code of
Conduct (“Code”) and in conjunction with the annual review by the Company’s external auditors. The intent of
this questionnaire is 10: ‘ '

Provide a means, by which the Company can decument awareness of the Code and related policies,
give further assurance to management that its representations with respect to these matters are correct, and
provide additional information needed to assist in evaluating compliance with the Code and related policies.

Before this questionnaire is completed, each recipient should review the Code and refer to it for guidance
when answering certain questions. Answers to these questions should cover the twelve months ending
December 31, 2007 and through the date this questionnaire is completed. When completed, each recipient
should sign and date the questionnaire in the spaces provided and return the original to the Director of Internal
Auditing in an envelope marked “confidential”. All responses will be handled in accordance with the Code’s
provisions.

1. Do you, or does any member of your close family have a substantial financial interest in any Company
vendor, supplier or contractor as defined in the Code?

No (] Yes [] If yes, provide détails.

2. Have you or has any member of your close family received any gifts or entertainment from a Company
vendor, supplier, contractor or customer which has not been reported in accordance with the Code?

No [] Yes [] If yes, provide details.

3. As a supervisor, have you or any of your subordinates accepted or been offered anything of value (which
would require reporting), from a Company vendor, supplier, contractor or customer, which in your opinion might
indicate the presence or perception of a conflict of interest? When answering this question you should first
review your records of gifts and entertainment received by employees in your area. Consideration should be
given to possible trends. (Note: Entertainment and Gift Forms need not be retained afier this review is completed
provided that the review does not call for further investigation. In that event, these records should be retained
until the matter is finally resolved. If the answer to this question is “yes” below, attach the original Entertainment
and Gift Form to this questionnaire and return to the Director of Internal Auditing.)

No [] Yes (] If yes, provide details.
4. Have you, or have any of your employees maintained outside employment or participated in other

business activities which conflicts with the performance of your job duties with the Company or creates an actual
or perceived conflict of interest with the Company?

No [J Yes [ If yes, provide details.

5. Have you, or have any of your employees served in a public office which might have dealt with issues
directly and substantially affecting the Company?

No [C] Yes [] If yes, provide details.
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6. Have you made or authorized any contribution or expenditure of corporate funds, or anything of value,
by or on behalf of the Company, or any of its subsidiaries, in support of any candidate for federal, state or local
office? : '

No (] Yes [] If yes, provide details.

7. Are you aware of any of the following instances or situations:

» Existing relationships between a Company employee and a Company vendor, supplier, contractor,
customer, and/or competitor which could indicate a conflict of interest.

« Confidential or proprietary information being improperly disclosed to anyone outside the Company.
¢ Company assets or property being misappropriated.
» Company transactions being intentionally misstated, concealed or otherwise miérepresentcd.

» Intentional failure on behalf of a Company employee to comply with all applicable local, state or federal
laws or applicable rules, regulations or technical standards governing the operation of our business.

» An employee acting on “material non-public” information when trading or recommending Company
securities. '

+ An employee disclosing “insider” or “material non-public” information to “outsiders”. “Insider” or
“material non-public” information is information of a material nature that has not been disclosed to the
public.

+ Any other activities which conflict with the Code.
No ] Yes ] Ifyes, provide details.

CERTIFICATE OF COMPLIANCE

I have read the foregoing questionnaire as well as the Corporate Code of Conduct. I fully understand both,
and my responses are true, accurate and complete to the best of my knowledge and belief.

Signature ' Position

Name (please print) Date
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EXHIBIT C

December 31, 2007

We are writing to the many businesses that provide us with needed materials, supplics, or services to
emphasize Vectren’s commijtment to high standards of business conduct and to enlist your support in assuring the
integrity of our business relationship. '

Our Corporate Code of Conduct states that employees or any close members of their family are not to accept
gifts or other items of value from vendors, suppliers or contractors which could be construed as having an
influence on the performance of the employee’s duties to act in a manner which favors a vendor, supplier or
contractor contrary to the best interests of the Company. This policy is not intended to prohibit normal and
customary business meals, gifts or entertainment so long as they are not extravagant and have legitimate business
purposes.

Our Corporate Code of Conduct further states that employees or any members of their family should avoid
substantial financial interests in vendors, suppliers or contractors with whom the Company does business. The
Company has defined substantial interest as an investment of either $25,000 or 5% (regardless of amount) of the
ownership of the organization in question.

We respectfully ask your help in ensuring these policies are upheld by providing a copy of this letter to all
individuals in your company who deal with Vectren employees. We also request that if you become aware of any
instance where a Vectren employee or any member(s) of their family acquires a substantial interest in your
organization, as defined above, you please notify the undersigned.

We look forward to continuing our solid business relationship with your organization and would like to
thank you in advance for your cooperation and support in this endeavor.

Respectfully,

Brian M. Madonia
Director of Internal Auditing
(812) 491-4897




EXHIBIT D

Code of Ethics for Principal Executive & Sr. Financial Officers

In my role as a financial executive of Vectren Corporation, I certify that I adhere to and advocate the
following principles and responsibilities governing my professional and ethical conduct.

To the best of my knowledge and ability:

1.

I act with honesty and integrity, avoiding actual or apparent conflicts of interest in personal and
professional relationships.

I provide constituents with information that, to the best of my knowledge, is accurate, complete,
objective, relevant, timely and understandable.

I comply with rules and regulations of the federal, state and local governments, and other appropriate
private and public regulatory agencies.

[ act in good faith, responsibly, with due care, competence and diligence, without misrepresenting
material facts,

I respect the confidentiality of information acquired in the course of my work except when authorized
or otherwise legally obligated to disclose. Confidential information acquired in the course of my work
is not used for perscnal advantage.

I share knowledge and maintain skills important and relevant to the Company’s needs.

[ proactively promote ethical behavior as a responsible partner among peers and employees in my work
environment.

I achieve responsible use of and control over all assets and resources employed or entrusted to me.

(Signature) (Date)
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EXHIBIT E

Code of Ethics for Board of Directors
Overview

Vectren’s commitment to ethical business conduct is a fundamental shared value of our Board of Directors,
management and employees and critical to the Company’s success. Vectren has adopted this Code of Ethics
(‘Code™) for Members of the Board of Directors. Each Director must comply with this Code. No code or policy
can anticipate every situation that may arise; accordingly, this Code is intended to serve as a guiding set of
principles for Directors. Directors are encouraged to bring questions about particular circumstances that may
involve one or more of the provisions of this Code to the attention of the Board’s Nominating and Governance
committee (Governance Committee), who may consult with inside or outside counse! as appropriate. Directors
who also serve as officers or employees of Vectren must also comply with Vectren's Corporate Code of Conduct

for employees and its guidelines on gift and entertainment reporting.
1

1. Compliance with Laws and Regulations -

Directors are expected to conduct their business affairs in compliance with applicable laws and regulations
and shall encourage and promote such behavior for themselves, officers and employees.

2. Conflicts of Interest

Directors must aveoid any conflicts of interest between the Director and Vectren. A “conflict of interest” may
exist when a director’s personal or professional interest is or appears to be adverse to the interests of Vectren.
Conflicts of interest may also arise when a Director or members of his or her family, or an organization with
which the Director is affiliated receives improper personal benefits as a result of his or her position as a Director
of Vectren. Any situation that involves, or may involve, a conflict of interest should be promptly disclosed to the
Chair of the Governance Committee, who may consult inside or ocutside counsel as appropriate.

As it relates to the Directors, any relationship other than the member of the Board’s service as a Director
that exists between the Company and a non-management member of the Board is subject to review and scrutiny
by the Governance Committee, and is also subject to the Vectren Corporation Corporate Governance Guidelines
pertaining to the required independence of the members of the Board.

3. Confidentiality and Corporate Opportunity

Directors must maintain the confidentiality of non-public information entrusted to them by Vectren, except
when disclosure is required by law or regulation. Directors are prohibited from taking for themselves personally
or for the organizations which they are affiliated, opportunities that are discovered through the use of Vectren
information or position without the consent of the Board of Directors. No Director may use Vectren property,
information or position for improper personal gain.

4. Insider Trading

Directors are to abide by all applicable securities laws and regulations when trading Vectren securities.

5. Fair Dealing

Directors shall endeavor to deal fairly with Vectren’s customers, suppliers and employees while serving the
interest of shareholders. Directors should not take unfair advantage of anyone through manipulation, abuse of
privileged information, or other intentional unfair practice.
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The purpose of business entertainment and gifts in a commercial setting is to create goodwill and sound
working relationships, not to gain unfair advantage. Directors and members of their immediate families should
not accept gifts from persons or entities where any such gift is being made in order to influence the Director’s
actions as a member of the Board.

6. Waivers of the Code

Any waiver of this Code may only be made by the Board and should be promptly disclosed.

7. Enforcement of the Code

The Board shall determine appropriate actions to be taken in the event of violations of this Code. Such
actions should be reasonably designed to deter wrongdoing and to promote accountability for adherence to the
Code. In determining what action is appropriate in a particular case, the Board should take into account all
relevant information, inciuding the nature and severity of the violation.

As a member of Vectren's Board of Directors, | assert my compliance with the above guiding principles.

(Signature) (Date)
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APPENDIX H

Financial and Other Information
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With the exception of the stock performance graph located on page H-87, the accompanying
consolidated financial statements; selected financial data; management’s discussion and analysis of results,
financial condition, and market risks; and market data for the Company’s common equity and refated
stockholder matters are reproduced, without update, from the Company’s annual report on Ferm 10-K
filed with the Securities and Exchange Commission. Any forward-looking statements contained in
Appendix H are based on management’s beliefs, as well as assumptions made by and information
currently available to management on February 19, 2008, the date the Form 10-K was signed by
management and the Board of Directors. The stock performance graph located on page H-87 is not part of
the 10-K and is not deemed filed with the SEC or incorporated by reference into any other filing.

Vectren Corporation makes available all SEC filings and recent annual reports as well as its
Corporate Code of Conduct, Corporate Governance Guidelines and Committee Charters, free of charge
through its website at www,vectren.com, or hy request, directed to Investor Relations at the mailing
address, phone number, or email address that follows:

Mailing Address:
P.O. Box 209
Evansville, Indiana 47702-0209

Investor Relations Contact:
Steven M. Schein

Vice President, Investor Relations
sschein@vectren.com

Phone Number:
(812) 491-4000

Definitions

AFUDC: allowance for funds used during construction
APB: Accounting Principles Board
EITF: Emerging Issues Task Force

FASB: Financial Accounting Standards Board
FERC: Federal Energy Regulatory Commission

IDEM: Indiana Department of Environmental
Management

IURC: Indiana Utility Regulatory Commission
MCF / BCF: thousands / billions of cubic feet

MDth / MMDth: thousands / millions of dekatherms

MMBTU: millicns of British thermal units
MW: megawatts

MWh / GWh: megawatt hours / thousands of
megawatt hours (gigawatt hours)

NOx: nitrogen oxide

OUCC: Indiana Office of the Utility Consumer
Counselor

PUCO: Public Utilities Commission of Ohio

SFAS: Statement of Financial Accounting Standards

USEPA: United States Environmental Protection
Agency

Throughput: combined gas sales and gas
transportation volumes
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MANAGEMENT’S RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

Vectren Corporation’s management is responsible for establishing and maintaining adequate internal
controls over financial reporting. Those control procedures underlie the preparation of the consolidated balance
sheets, statements of income, cash flows, and common sharcholders’ equity, and related footnotes contained
herein.

These consolidated financial statements were prepared in conformity with accounting principles generally
accepted in the United States and follow accounting policies and principles applicable to regulated public
utilities. The integrity and objectivity of these consolidated financial statements, including required estimates and
judgments, is the responsibility of management.

These consolidated financial statements are also subject to an evaluation of internal control over financial
reporting conducted under the supervision and with the participation of management, including the Chief
Executive Officer and Chief Financial Officer. Based on that evaluation, conducted under the framework in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission, the Company concluded that its internal control over financial reporting was effective as of
December 31, 2007. Management certified this fact in its Sarbanes Oxley Section 302 certifications, which are
attached as exhibits to this 2007 Form 10-K.

Dated February 19, 2008

/s/ NIEL C. ELLERBROOK fs/  JEROME A. BENKERT, JR.
Niel C. Ellerbrook Jerome A. Benkert, Jr.
Chairman and Chief Executive Officer Executive Vice President and Chief Financial Officer




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Vectren Corporation:

We have audited the accompanying consolidated balance sheets of Vectren Corporation and subsidiaries
(the “Company”) as of December 31, 2007 and 2006, and the related consolidated statements of income,
common shareholders’ equity and cash flows for each of the three years in the period ended December 31, 2007,
Our audits also included the financial statement schedule included in the Index at Item !5. These financial
statements and financial statement schedule are the responsibility of the Company’s management. Our
responsibility is to express an opinion on the financial statements and financial statement schedule based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Vectren Corporation and subsidiaries as of December 31, 2007 and 2006, and the results of their
operations and their cash flows for each of the three years in the period ended December 31, 2007, in conformity
with accounting principles generally accepted in the United States of America. Also, in our opinion, such
financial statement schedule, when considered in relation to the basic consolidated financial statements taken as a
whole, presents fairly, in all material respects, the information set forth therein.

As discussed in Note 7 to the consolidated financial statements, in 2006 the Company adopted the
provisions of Statement of Financial Accounting Standards No. 158, Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans—an amendment of FASB Statements No. 87, 88, 106 and I132(R).

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States}, the Company’s internal contro! over financial reporting as of December 31, 2007, based on the
criteria established in Imternal Conmtrol—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated February 19, 2008 expressed an unquallﬁed
opinion on the Company’s internal control over financial reporting.

/s/  DELOITTE & TOUCHE LLP

Indianapolis, Indiana
February 19, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Vectren Corporation:

We have audited the internal control over financial reporting of Vectren Corporation and subsidiaries (the
“Company”) as of December 31, 2007, based on criteria established in Internal Control—Integrated Framework
issued by the Commiitee of Sponsoring Organizations of the Treadway Commission. The Company’s
management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting included in the accompanying
Management’s Report on Internal Control over Financial Reporting. Qur responsibility is to express an opinion
on the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal control based
on the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed by, or under the supervision of,
the company’s principal executive and principal financial officers, or persons performing similar functions, and
effected by the company’s board of directors, management, and other personnel to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that {1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
control over financial reporting to future periods are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2007, based on the criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We have alsc audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consoclidated financial statements and financial statement schedule as of and for the year
ended December 31, 2007 of the Company and our report dated February 19, 2008 expressed an unqualified
opinien on those financial statements and financial statement schedule and included an explanalory paragraph
regarding their 2006 change in method of accounting for defined benefit pension and other postretirement plans.

/s/ DELOITTE & TOUCHE LLP
Indianapolis, Indiana
February 19, 2008
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VYVECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED BALANCE SHEETS
(In millions)

Al December 31,
2007 2006
ASSETS
Current Assets
Cash & cashequivalents . ...... ... ... . i, $ 206 $ 328
Accounts receivable—less reserves of $3.7 & $3.3, respectively ........ ... ... .. 189.4 198.6
Accrued unbilled revenues ........ .. e 168.2 146.5
INVentories . ... . e e e 160.9 163.5
Recoverable fuel & natural gascosts . ... ... ... .. ... i — 1.8
Prepayments & other CUITENT @SSEES . .. .. ...ttt it enns 160.5 1727
Total current assets . ... ... ... .. ... ... . . 699.6 7159
Utility Plant
Originalcost ....................... e e e e e e 40629 3,820.2
Less: accumulated depreciation & amortization ... ...... ... ... ... ... iiia., 1,523.2 1,434.7
Netutility plant . .. ... e 2,539.7 2,385.5
Investments in unconsolidated affiliates ........... ... .. ... ... ... L it 208.8 181.0
Other INVESIMENES . . .. ..ottt ittt ettt et te et i ie e it aaa i ainenns 77.0 74.5
Nonutility Property—mnet .. .. ..ot it e e e 320.3 294 4
Goodwill—net . . ... e e 238.0 237.3
Regulatory assets ... ... 175.3 163.5
oL T P 37.7 39.0
TOTAL ASSETS . ... $4,296.4 $4,09L6

The accompanying notes are an integral part of these consolidated financial statements.
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED BALANCE SHEETS
{In millions)

At December 31,

2007 2006
LIABILITIES & SHAREHOLDERS’ EQUITY
Current Liabilities
ACCOUNES PaYaDlE .. e $ 1874 § 180.0
Accounts payable to affiliated companies . . .. ... .. .. L L, 83.7 89.9
Refundable fuel & natural gascosts . ... . .. . ‘ 272 153
Accrued liabilities . ... ... . e 171.8 147.2
Short-term bormowings ... ... . e 557.0 464.8
Current maturities of long-termdebt . .. ......... ... ... 03 24.2
Long-term debt subjecttotender ...... ... ... ... .. e — 20.0
Total current liabilities ............. ... ... .. ... .. ... . . ... ....... 1,027.4 961.4
Long-term Debt—Net of Current Maturities & Debt Subjectto Tender ................ i,2454  1,208.0
Deferred lucome Taxes & Other Liabilities
Deferred income taxes . ... ..ottt e e e 318.1 260.7
Regulatory liabilities . ... 307.2 291.1
Deferred credits & other liabilities ...... ... ... .. ... .. . .. i i, 164.2 195.8
Total deferred credits & other liabilities ............... ... .. ... ... 789.5 747.6
Minority Interest in Subsidiary ....... . . .. . 0.4 0.4
Commitments & Contingencies (Notes 3, 12-14)
Common Shareholders’ Equity ‘
Common stock (no par value}—issued & outstanding 76.3 and 76.1, respectively . . .. 5327 525.5
Retained earnings . ... .. ... it e 688.5 643.6
Accumulated other comprehensive income ......... ... ... ... .. o i 12.5 5.1
Total common shareholders’ equity .................. ... ... ... ... ... 1,233.7 1,174.2
TOTAL LIABILITIES & SHAREHOLDERS’EQUITY . ... ... .. ... ............ $4,296.4 $4,091.6

The accompanying notes are an integral part of these consolidated financial statements.
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED STATEMENTS OF INCOME
(In millions, except per share amounts)

Year Ended December 31,

. _ 2007 2006 2005
OPERATING REVENUES :

" Gasutility .. ....... P 51,2694 $12325 $1,359.7
Electric utility .. ..o .. i e e 487.9 422.2 4214
Nonutility revenues ... ... . . e 524.6 386.9 246.9

Total operating revenues ..................cceiiiiiii.. 2,2819 20416 2,028.0
OPERATING EXPENSES _
Costofgassold ....... ... i 847.2 841.5 9733
Cost of fuel & purchasedpower .............. ... .. i, 174.83 151.5 144.1
Costof noputility revenues ... ........... ..t neirnannnneniann - 287.7 248.7 191.0
Other operating ... ... . iy 456.9 341.8 2822
Depreciation & amortization ....... .. U, e 184 8 1723 158.2
Taxes other than income taxes ......... e e 70.0 65.3 66.1
Total operating eXPenses .. .. ...t iin i 20214 1,821.1 11,8149
OPERATINGINCOME . ....... .. i 260.5 220.5 213.1
OTHER INCOME _
Equity in earnings of unconsolidated affiliates ....................... 229 17.0 45.6
0 L 36.8 (2.7) 6.2
Total other iINCOME .. ... ... ... ittt 59.7 14.3 51.8
INEETESt EXPENSE L o\ vt ettt ettt e 101.0 95.6 83.9
INCOME BEFORE INCOME TAXES ................. . ...t 219.2 139.2 181.0
INCOMIE TAXES .. ot 76.0 303 44.1
Minority interest . ............. ... .. ... e oy 0.1 0.1 0.1
NET INCOME ... .... e e e e $ 1431 $ 1088 $ 13638
AVERAGE COMMON SHARES OUTSTANDING . .............coo.... B 75.9 759 75.6
DILUTED COMMON SHARES QUTSTANDING ...................... 76.6 76.2 76.1
EARNINGS PER SHARE OF COMMON STOCK:
BASIC . e $ 18 $ 14 § 181
DILUTED .. ... et et ens $ 187 § 143 $ 180

The accompanying notes are an integral part of these consolidated financial statements.
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In millions)

Year Ended December 31,
. ) 2007 2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES
L R o7 ) 1 1 $143.1 $108.8 $ 1368
Adjustments to reconcile net income to cash from operating activities:
Depreciation & amortization . ............ . ... ... L. 184.8 1723 1582
Deferred income taxes & investment tax credits . ........ .o iean, 27.0 1.4 (8.6)
Equity in earnings of unconsolidated affiliates ..................... + {22.9) (17.0) (45.6)
Provision for uncollectible accounts ............. ... vivirernnn. 16.6 15.3 15.1
Expense portion of pension & postretirement benefitcost ............ 9.8 10.7 10.7
Other non-cash charges—net .. ... ... . ... ... . . i, 4.8 11.4 1.9
Changes in working capital accounts: '
Accounts recetvable & accrued unbilled revenue ... .. ... .. ... y (29.1) 1089 (i02.9)
IVEMIOTIES . ... i i e e e e 2.6 (17.6) (71.9)
Recoverable/refundable fuel & natural gascosts .. .............. (6.3) 413 35
Prepayments & other current assets . ..............ovviiann.n. 3.7 (21.2) 36.1
Accounts payable, including to affiliated companies ............ 49 (71.6) 101.2
Accrued liabilities . ... ... .. ... e 4.6 (23.2) 274
Unconsolidated affiliate dividends ... ..... ... ... ... ... .......... 208 35.8 18.8
Changes in noncurrent assets .. .............. .. ..o, 214y (25.8) (6.9)
Changes in noncurrent liabilities ............... ... ... .. ... ... (37.5 (19.3) (5.4)
Net cash flows from operating activities ................... . 298.1 310.2 268.4
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from:
Long-term debt—net of issuance costs .......... ... .. ... ....... 16.4 528 2742
Stock option exercises & otherstock plans . ... ... ... ... . 00 5.2 — —
Requirements for:
Dividends on common Stock ... ... i e e (96.4) (93.1) (90.5)
Retirement of long-termdebt . ... ... .. .. . ... .. Lo L. (23.9) (1249 (88.5})
Redemption of preferred stock of subsidiary .................... ... — — 0.1
Net change in short-term borrowings ... ... ... .. .. . i i i i 92.2 1649  (112.5)
Other aCliVItY ... .o e e e (0.8) (0.6) (0.6)
Net cash flows from financing activities .. ... ................ 1.3 39.6 (18.0)
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from:
Unconsolidated affiliate distnibutions . ........................... 12.7 2.0 6.9
Other colleCtions .. ..... ..ttt et et 38.0 34 43
Requirements for:
Capital expenditures, excluding AFUDCequity ............coot, (334.5) (281.4) (231.6)
Unconsolidated affiliate investments ............................. (17.5) 067y (192}
Other INVESIMENS . oottt it it e it it i ie it cn e (1.7 447 —
Net cash flows from investing activities ... .................. (303.0) (337.4) (239.6)
Net change in cash & cashequivalents . ... ... ... ... ... ... .. .. ... (12.2) 12.4 10.8
Cash & cash equivalents at beginning of period .. .......... ... ... ... .. ... 328 204 9.6
Cash & cash equivalents atend of period ........... ... .. ... ... ... ... ... $ 206 § 328 § 204
Cash paid during the year for:
IEESt . . .o $ 973 § 929 § 796
ot 1 TR - €S P 437 36.3 48.1

The accompanying notes are an integral part of these consolidated financial statements.
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDERS’ EQUITY
(In millions, excep!t per share amounts)

Balanceat January 1,2005 .. .. ... ... ... ... ... ...

Comprehensive income:
NelinCOme . ..ottt i ittt i e it einannns
Minimum pensicn liability adjustments & other—net of $0.1 million
MK .o e e
Cash flow hedges
unrealized gains (losses)}—net of $2.9 millionintax .........
reclassifications to net income- net of $0.2 million intax ......
Comprehensive income of unconsolidated affiliates—net of $1.8
milHonintax ... ... e

Common stock:
Dividends ($1.19pershare} .. ..... ... o i
Other ... e e e

Balance at December 31,2005 .............................

Comprehensive income:
NetINCOME « .ottt it e et nan e anenes
Minimum pension liability adjustments & other—net of $5.4 million
1 1 N
Cash flow hedge
unrealized gains (losses)—net of $1.7 millionintax .........
reclassifications to net income- net of $0.7 millionintax . .....
Comprehensive income of unconsolidated affiliates—net of $4.3
MIOD N G . i e i e

Total comprehensive income ................. ... .. ...
Adoption of SFAS 158—net of $5.2 millionintax ., .............

Common stock:
Dividends ($1.23 pershare) . ..ot iiiirrnn
Adoption of SFAS 123R .......oovureeiiiaeinnninns..
L0 1 1 T

Balance at December 31,2006 .............................

Comprehensive income:
NetinCome ... oot e e et e
SFAS 158 funded status adjustment—net of $0.5 million intax .. ..
Cash flow hedges
unrealized gains (losses)}—net of $0.3 millionintax .........
reclassifications to net income- net of $0.3 million in tax . ... ..
Comprehensive income of unconsclidated affiliates—net of $4.2 in
72

Total comprehensive income .................. e

Adoptionof FIN48 .. ..., .. ... ... ... ... . ... ... ...
Common stock: ‘
Stock option exercises & other stock plans ... .............
Dividends ($1.27 pershare) .. .......... .o iiiaann
L 11 ) Y

Accumulated Other
M Retained Cc:llmprilfensive

Shares Amount Earnings Income (Loss) Total
1?_:_9 $526.8 $583.0 $(15.00 $1,094.8
136.8 136.8

0.2 0.2

42 42
(0.2) (0.2)
(2.8) (2.8}

138.2
(90.5) (90.5)

0113 (05) 08
Zf-._q 528.1 6288 (13.6) 1,143.3
108.8 108.8

7.9 79
{2.6) (2.6)
{1.0) (1.0)

6.4 6.4

119.5

8.0 8.0
(93.1) 93.1)
4.1) 4.1

_9._] 1.5 {0.9) 0.6
@ 5255 6436 51 1,174.2
143.1 143.1

0.7 0.7

0.5 09
(1.0) (1.0)

6.8 6.8

150.5
{0.1) {0.1)

0.2 5.2 52
: (96.4) (96.4)
. 2.0 (1.8) 0.2
E $532.7 $688.5 $125 $1,233.7

The accompanying notes are an integral part of these consolidated financial statements.
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
' NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Nature of Operations

Vectren Corporatton (the Company or Vectren), an Indiana corporation, is an energy holding company
headquartered in Evansville, Indiana. The Company’s wholly owned subsidiary, Vectren Utility Holdings, Inc.
(Utility Holdings), serves as the intermediate holding company for three operating public utilities: Indiana Gas
Company, Inc. (Indiana Gas or Vectren North), Southern Indiana Gas and Electric Company (SIGECO or
Vectren South), and the Ohio operations (VEDO or Vectren Ohio). Utility Holdings also has other assets that
provide information technology and other services to the three utilities. Utility Holdings’” consolidated operations
are collectively referred to as the Utility Group. Both Vectren and Utility Holdings are holding companies as
defined by the Energy Policy Act of 2005 (Energy Act). Vectren was incorporated under the laws of Indiana on
June 10, 1999,

Indiana Gas provides energy delivery services to over 568,000 natural gas customers located in central and
southern Indiana. SIGECO provides energy detivery services to over 141,000 electric customers and
approximately 112,000 gas customers located near Evansville in southwestern Indiana. SIGECO also owns and
operates electric generation to serve its electric customers and optimizes those assets in the wholesale power
market. Indiana Gas and SIGECO generally do business as Vectren Energy Delivery of Indiana. The Ohio
operations provide energy delivery services to approximately 318,000 natural gas customers located near Dayton
in west central Ohio. The Ohio operations are owned as a tenancy in common by Vectren Energy Delivery of
Ohio, Inc. (VEDO), a wholly owned subsidiary of Utility Holdings (53 percent ownership), and Indiana Gas (47
percent ownership). The Ohio operations generally do business as Vectren Energy Delivery of Ohio.

The Company, through Vectren Enterprises, Inc. (Enterprises), is invelved in nonutility activities in three
primary business areas: Energy Marketing and Services, Coal Mining and Energy Infrastructure Services. Energy
Marketing and Services markets and supplies natural gas and provides energy management services. Coal Mining
mines and sells coal. Energy Infrastructure Services provides underground construction and repair services and
performance contracting and renewable energy services. Enterprises also has other businesses that invest in
energy-related opportunities and services, real estate, and leveraged leases, among other investments. In addition,
the Company has in the past invested in projects that generated synfuel tax credits and processing fees relating to
the production of coal-based synthetic fuels. These operations are collectively referred to as the Nonutility
Group. Enterprises supports the Company’s regulated utilities pursuant to service contracts by providing natural
gas supply services, coal, infrastructure services, and other services.

2. Summary of Significant Accounting Policies
A. Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its whoily owned and
majority owned subsidiaries, after elimination of significant intercompany transactions.

The Company has investments in partnership-like structures that are variable interest entities as defined by
FASB Interpretation 46(R), “Consolidation of Variable Interest Entities” as a limited partner or as a subordinated
lender. These entities are involved in activities surrounding multifamily housing and office properties. The
Company’s exposure to loss is limited to its investment which as of December 31, 2007, and 2006, totaled $11.4
million and $13.4 million, respectively, recorded in Investments in unconsolidated affiliates, and $11.5 million in
both years recorded in Other investments. The Company is also the equity owner in three leveraged leases, which
as of December 31, 2007, and 2006, totaled $11.0 million and $10.2 million, respectively. The Company does
not consclidate any of these entities.




B. Cash & Cash Equivalents

All highly liquid investments with an original maturity of three months or less at the date of purchase are

considered cash equivalents.

C. Inventories

Inventories consist of the following:

At December 31,

2007 - 2006
{In millions)
Gas in SLOTAZE—al AVETAZE COSL . . . . ..o\ttt et o e e et e e e et $768 § 730
Materials & SUppPlies .. ... . . e s 33.0 29.5
Fuel (coal & oil) for electric generation . ..... ... ... .. ittt 30.6 31.2
Gasinstorage—at LIFO cost .. .. ... . . i e 16.7 20.5
1 T 38 33
Total INVentories . ... ... .. .. ... . it e e $160.9 $163.5

Based on the average cost of gas purchased during December, the cost of replacing gas in storage carried at

LIFO cost exceeded LIFO cost at December 31, 2007, and 2006, by approximately $73.0 million

and $79.0

million, respectively. Gas in storage of the Indiana regulated operations is stated at LIFQ. All other inventories

are carried at average cost.

D. Utility Plant & Depreciation’

Utility plant is stated at historical cost, including AFUDC. Depreciation rates are established through
regulatory proceedings and are applied to all in-service utility plant. The original cost of utility plant, together

with depreciation rates expressed as a percentage of original cost, follows:

At December 31,

2007 2006
Depreciation Depreciation
Ratesas a Ratesasa
Percent of Percent of
Original Original Original Original
Cost Cost Cost Cost
(In millions)
Gasutility plant .. ... ... . $2,077.5 3.6% 3$1,956.1 3.6%
Electricutility plant .. ... ... . i 18158 3.3% 1,685.5 3.4%
Common utility plant . ... .. .. ... ... .. ... ... 455 2.8% 45.2 3.0%
Construction work in progress . ........ooovviinenneennn.. 124.1 — 133.4 —
Totaleriginalcost . ............................... $4,062.9 $3,820.2




AFUDC represents the cost of borrowed and equity funds which are used for construction purposes, and
charged to construction work in progress during the construction period. AFUDC is included in Other—net in the
Consolidated Statements of Income. The total AFUDC capitalized into utility plant and the portion of which was
computed on borrowed and equity funds for all periods reported follows:

Year Ended
December 31,

2007 2006 2005
T (Inmiflions)
AFUDC—borrowed funds . ........... .. e 335 %26 %16
AFUDC—equity funds ... . . 05 15 03

Total AFUDC .. ... .ottt $4.0 $1.9

]

Maintenance and repairs, including the cost of removal of minor items of property and planned major
maintenance projects, are charged to expense as incurred. When property that represents a retirement unit is
replaced or removed, the remaining historical vatue of such property is charged to Utility plani, with an offsetting
charge to Accumulated depreciation. Costs to dismantle and remove retired property are recovered through the
depreciation rates identified above.

Jointly Owned Plant

SIGECO and Alcoa Generating Corporation (AGC), a subsidiary of AL.COA, own the 300 MW Unit 4 at the
Warrick Power Plant as tenants in common. SIGECO’s share of the cost of this unit at December 31, 2007 is
$63.5 million with accumulated depreciation totaling $46.6 million. The construction work-in-progress balance
associated with SIGECO’s ownership interest totaled $56.4 miltion at December 31, 2007. AGC and SIGECO
also share equally in the cost of operation and output of the unit. SIGECO’s share of operating costs is included
in Orher operating expenses in the Consolidated Statements of Income.

E. Nonutility Property

Nonutility property, net of accumulated depreciation and amortization follows:

At December 31,

2007 2006
(In millions)
Computer hardware & software ........ ... ... . . . i i e $117.0 $107.7
Land & buildings . . ... ... e e e e e 76.2 73.4
Coal mine development costs & equipment . ........... . .. i, 71.3 59.7
Vehicles & equipment . . ... o e 35.0 33.0
Allother . .o e 20.8 20.6
Nonutility property—net . ............. ... . . . e $320.3 $294.4

The depreciation of nonutility property is charged against income over its estimated useful life (ranging
from 3.5 to 40 years), using the straight-line method of depreciation or units-of-production method of
amortization, Repairs and maintenance, which are not considered improvements and do not extend the useful life
of the nonutility property, are charged to expense as incurred. When nonutility property is retired, or otherwise
disposed of, the asset and accumulated depreciation are removed, and the resulting gain or loss is reflected in
income. Nonutility property is presented net of accumulated depreciation and amortization totaling $258.7
million and $217.0 million as of December 31, 2007, and 2006, respectively. For the years ended December 31,
2007, 2006, and 2005, the Company capitalized interest totaling $2.3 million, $1.2 million, and $0.4 million,
respectively, on nonutility plant construction projects.
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F. Goodwill

Goodwill arising from business combinations is accounted for in accordance with SFAS No. 142, “Goodwill
and Other Intangible Assets” (SFAS 142). SFAS 142 requires a portion of goodwill be charged to expense only
when it is impaired. The Company tests its goodwill for impairment at a reporting unit level at least annually and
that test is performed at the beginning of each year. Impairment reviews consist of a comparison of the fair value
of a reporting unit to its carrying amount. If the fair value of a reporting unit is less than its carrying amount, an
impairment loss is recognized in operations. Through December 31, 2007, no goodwill impairments have been
recorded. Approximately $205.0 million of the Company’s goodwill is included in the Gas Utility Services
operating segment. The remaining $33.0 million is attributable to the Nonutility Group.

G. Intangible Assets

Intangible assets consist of the following:

At December 31,
2007 2006
Amortizing Non-amortizing Amortizing Non-amortizing
(In millions)

k

Customer-related assets . ...t %$3.9 5— 59.6 $—
Market-related assets ......... .. i .. _Q_l 7.0 _0_1 7.0
Intangible assets,net . . ...................... $9.0 $7.0 $9.7 $7.0

For amortizing intangible assets, the weighted average remaining life for customer-related assets is 24.3
years and for market-related assets is 2.5 years. The total weighted average life is 23.8 years. These amortizing
intangible assets have no significant residual values. Intangible assets are presented net of accumulated
amortization totaling $2.0 million for customer-related assets and $0.2 million for market-related assets at
December 31, 2007 and $0.2 million for customer-related assets and $0.2 million for market-related assets at
December 31, 2006. In 2007, 2006 and 2005, amortization associated with intangible assets was $0.7 million,
$0.5 million and $0.5 million, respectively, and should approximate that amount in each of the next five years.
Intangible assets are priaarily in the Nonutility Group.

The Company also has emission allowances relating to its wholesale power marketing operations totaling
$2.6 million and $4.2 million at December 31, 2007 and 2006, respectively. The value of the emission
allowances are recognized as they are consumed or sold on the open market. .

H. Regulation

Retail public utility operations affecting Indiana customers are subject to regulation by the IURC, and retail
public utility operations affecting Ohio customers are subject to regulation by the PUCO. The Company’s
accounting policies give recognition to the rate-making and accounting practices of these agencies and to
accounting principles generally accepted in the United States, including the provisions of SFAS No. 7]
“Accounting for the Effects of Certain Types of Regulation” (SFAS 71).

Regulatory Assets and Liabilities

Regulatory assets represent probable future revenues associated with certain incurred costs, which will be
recovered from customers through the ratemaking process. Regulatory liabilities represent probable expenditures
by the Company for removal costs or future reductions in revenues associated with amounts that are to be
credited to customers through the ratemaking process. The Company assesses the recoverability of costs
recognized as regulatory assets and liabilities and the ability to continue to account for its activities based on the
criteria set forth in SFAS 71. Based on current regulation, the Company believes such accounting is appropriate.
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If all or part of the Company’s operations cease to meet the criteria of SFAS 71, a write-off of related regulatory
assets and liabilities could be required. In addition, the Company would be required to determine any impairment
to the carrying value of its utility plant and other regulated assets.

Regulatory Assets consist of the following:

At December 31,
2007 2006
(In millions)

Future amounts recoverable from ratepayers related to;

Benefit Obligations ... ... .. ...ttt e $236 % 467
IICOMIE (AKES . o ot e e 14.0 13.3
Interest rate derivatives .. ... ottt i e e 89 —
Asset retirement obligations & other . ... ... .. .. ... . e 109 1.9
574 61.9
Amounts deferred for future recovery related to:
Demand side management programs ... ... ... i — 277
MISO-related COStS ... ... i e e e — 17.1
Cost recovery riders & other . ........................ T 9 47
1.9 49.5
Amounts currently recovered in customer rates related to: .
Demand side management progralllS . . ... .....uvtiineet e reoanaaaaaerernens 27.6 1.5
Unamortized debt issue costs & hedging proceeds .. .......... ... ... .o ... 25.0 26.4
Indiana authorized trackers .................... e e e 21.5 6.1
MISO-related costs .................... e e [P S 20.8 —_
Ohio authorized trackers ... ... .. ... o i i S 10.4 10.4
Premiums paid to reacquiredebt & other ........... ... ... Ll 10.7 7.7
o T 160 521
Total regulatory assets .................. e S $175.3 $163.5

Of the $116.0 million currently being recovered in customer rates charged to customers, $27.6 million is
carning a return, The weighted average recovery period of regulatory assets currently being recovered is 8 years.
The Company has rate orders for all deferred costs not yet in rates and therefore believes that future recovery is
probable. ’

Regulatory Liabilities

At December 31, 2007 and 2006, the Company has approximately $307.2 million and $291.1 million,
respectively, in regulatory liabilities. Of these amounts, $288.3 million and $270.6 million relate to cost of
removal obligations. : s -

The Company collects an estimated cost of removal of its utility plant through depreciation rates established
in regulatory proceedings. The Company records amounts expensed in advance of payments as a Regulatory
liability because the liability does not meet the threshold of an asset retirement obligation as defined by SFAS
No. 143, “Accounting for Asset Retirement Obligations” and its related interpretations (SFAS 143).

Refundable or Recoverable Gas Costs and Cost of Fuel & Purchased Power

All metered gas rates contain a gas cost adjustment clause that allows the Company to charge for changes in
the cost of purchased gas. Metered electric rates contain a fuel adjustment clause that allows for adjustment in
charges for electric energy to reflect changes in the cost of fuel. The net energy cost of purchased power, subject
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to an agreed upon benchmark, is also recovered through regulatory proceedings. The Company records any
under-or-over-recovery resulting from gas and fuel adjustment clauses each month in revenues. A corresponding
asset or liability is recorded until the under or over-recovery is billed or refunded to utility customers. The cost of
gas sold is charged to operating expense as delivered to customers, and the cost of fuel for electric generation is
charged to operating expense when consumed.

I. Asset Retirement Obligations

A portion of removal costs related to interim retirements of gas utility pipeline and utility poles, certain
asbestos-related issues, and reclamation activities meet the definition of an asset retirement obligation (ARO).
SFAS 143 requires entitics to record the fair value of a liability for a legal AROQ in the period in which it is
incurred. When the liability is initially recorded, the entity capitalizes a cost by increasing the carrying amount of
the related long-lived asset. The liability is accreted, and the capitalized cost is depreciated over the useful life of
the related asset. Upon settlement of the liability, an entity either settles the obligation for its recorded amount or
incurs a gain or loss. To the extent regulation is involved, such gain or loss may be deferred.

ARQ’s included in Other liabilities total $18.8 million and $20.8 million at December 31, 2007 and 2006,
respectively. At December 31, 2007, a $9.5 million ARO is included in Accrued liabilities. During 2007, the
Company recorded accretion of $1.2 million and increases in estimates of $6.3 million. During 2006, the
Company recorded accretion of $1.2 million and reductions in estimates of totaling $1.2 million.

J. Impairment Review of Long-Lived Assets

Long-lived assets are reviewed as facts and circumstances indicate that the carrying amount may be
impaired. This review is performed in accordance with SFAS No. 144 “Accounting for the Impairment or
Disposal of Long-Lived Assets” (SFAS 144). SFAS 144 establishes one accounting medel for all impaired long-
lived assets and long-lived assets to be disposed of by sale or otherwise. SFAS 144 requires that the evaluation
for impairment involve the comparison of an asset’s carrying value to the estimated future cash flows that the
asset is expected to generate over its remaining life. If this evaluation were to conclude that the carrying value of
the assel is impaired, an impairment charge would be recorded based on the difference between the asset's
carrying amount and its fair value (less costs to sell for assets to be disposed of by sale) as a charge to operations
or discontinued operations.

K. Comprehensive Income

Comprehensive income is a measure of all changes in equity that result from the non-shareholder
transactions. This information is reported in the Consolidated Statements of Common Shareholders’ Equity. A
summary of the components of and changes in Accumulated other comprehensive income for the past three years
follows:

2005 2006 2007

Beginning Changes Endof Changes Endof Changes Endof

of Year During Year During Year During Year
Balance Year Balance Year Balance Year Balance

. (In millions)

Unconsolidated affiliates . ............. 3 41 $46) $ (05 %107 $102 5110 S21.2
Pension & other benefitcosts .......... (29.3) 0.3 (29.0) 26.5 (2.5) 1.2 (1.3)
Cashflowhedges . ................... — 6.7 6.7 (6.0) 0.7 0.1 0.6
Deferred income taxes ................ 10.2 (1.0Y 92 (12.5) (3.3) 4.7 8.0)

Accumulated other comprehensive

income (loss) ..................... $(15.0) $14 $(13.6) $187 $51 $74 5125
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Accumulated other comprehensive income arising from unconsolidated affiliates is primarily the
Company’s portion of ProLiance Holdings, LLC’s accumulated comprehensive income related to use of cash
flow hedges, including commodity contracts, and the Company's portion of Haddington Energy Partners, LP’s
accumulated comprehensive income related to unrealized gains and losses on marketable securities. (See Note 3
for more information on unconsolidated affiliates.)

L. Revenues

Revenues are recorded as products and services are delivered to customers. To more closely match revenues
and expenses, the Company records revenues for all gas and electricity delivered to customers but not billed at
the end of the accounting period.

M. Excise and Utility Receipts Taxes

Excise taxes and a portion of utility receipts taxes are included in rates charged to customers. Accordingly,
the Company records these taxes received as a component of operating revenues, which totaled $41.8 million in
2007, $39.7 million in 2006, and $42.6 million in 2005. Expense associated with excise and utility receipts taxes
are recorded as a component of Taxes other than income taxes.

N. Use af Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from these
estimates.

O. Other Significant Policies

Included elsewhere in these Notes are significant accounting policies related to investments in unconsolidated
affiliates (Note 3), income taxes (Note 6), earnings per share (Note 11), and derivatives (Note 15).

As more fully described in Note 9, the Company applied the intrinsic method prescribed in APB Opinion
25, “Accounting for Stock Issued to Employees” (APB 25) and related interpretations when measuring
compensation expense for its share-based compensation plans in the years prior to 2006. The exercise price of
stock options awarded under the Company’s stock option plans equaled the fair market value of the underlying
common stock on the date of grant. Accordingly, no compensation expense was recognized related to stock
option plans prior to 2006. For the year ended December 31, 2005 the effect on net income and earnings per
share as if the fair value based method prescribed in SFAS 123 had been applied to stock option grants follows:

Year Ended December 31,

2005
(In millions, except per share
amounts)
Netlncomeasreported: . ... .. . i i e e $136.8
Share-based employee compensation included in reported net income-net of
2 O N 2.1
Total share-based employee compensation expense determined under fair value
based method for all awards-netoftax ................... ... .. ........ (2.8)
Proformanetincome ........... ... .. ..t $136.1
Basic earnings per share asreported: . ... ..., ... ... .. ... ... $ 1.81
Basic earnings pershare proforma: ........ ... ... .. . .. i i i, 1.80
Diluted eamnings per share asreported: . ... ... ... ... L $ 1.80
Diluted earnings per share pro forma: . ......... .. .. . i 1.79
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3. Investments in Unconsolidated Affiliates

Investments in unconsolidated affiliates where the Company has significant influence are accounted for
using the equity method of accounting. The Company’s share of net income or loss from these investments is
recorded in Equity in earnings of unconsolidated affiliates (See Note 17). Dividends are recorded as a reduction
of the carrying value of the investment when received. Investments in unconsolidated affiliates where the
Company does not have significant influence are accounted for using the cost method of accounting and include
adjustments for declines in value judged to be other than temporary. Dividends are recorded as Other—net when
received. Investments in unconsolidated affiliates consist of the following:

At December 31,
T2007 2006
(In millions)
ProLiance Energy, LLC ................... R P $178.6 $146.7
Haddington Energy Partnerships . ... ... oL e e 13.8 13.8
Other partnerships & COMPOTALONS . . ... ...ttt 16.4 20.5
Total investments in unconsolidated affiliates ... .............................. $208.8 $181.0

ProLiance Holdings, LLC

ProLiance Holdings, LLC (ProLiance), a nonutility energy marketing affiliate of Vectren and Citizens Gas
and Coke Utility (Citizens Gas), provides services to a broad range of municipalities, utilities, industrial
operations, schools, and healthcare institutions located throughout the Midwest and Southeast United States.
ProLiance’s customers include Vectren’s Indiana utilities and nonutility gas supply operations as well as Citizens
Gas. ProLiance’s primary businesses include gas marketing, gas portfolio optimization, and other portfolio and
energy management services. Consistent with its ownership percentage, Vectren is allocated 61 percent of
ProLiance’s profits and losses; however, governance and voting rights remain at 50 percent for each member;
and therefore, the Company accounts for its investment in ProLiance using the equity method of accounting. The
Company, including its retail gas supply operations, contracted for 75 percent of its natural gas purchases
through ProLiance in 2007 and 2006.

Summarized Financial information

Year Ended December 31,
2007 2006 2005
(in millions)

Summarized Statement of Income information:

REVEIUES . vttt ittt e et e e e e $2,267.1 $2,505.5 $3,237.0
Margin oo e e 974 105.9 116.0
Operating iNCOME . .. .. oottt it aa s 6L.5 55.0 87.1
Proliance’s earnings . ............... A 67.2 57.9 86.0
As of December 31,
T2007 2006

(In millions)
Summarized balance sheet information:

CUITENL ASSEIS . . . o oot ottt et ettt et e et a ettt a s e e enenn $684.3 $652.4
oLt U {04 o= £ 45.2 41.5
Current lHabilities . .. ... i e 4369 4537
Noncurrent Labilities .. ... .o e e 43 4.2
BQUILY . o e e e 288.3  236.1




Vectren's share of ProLiance’s earnings, after income taxes, allocated interest expense, and other income
was $22.9 million, $18.3 million, and $31.1 million for the years ended December 31, 2007, 2006, and 2005,
respectively.

Transactions with ProLiance

Purchases from ProLiance for resale and for injections into storage for the years ended December 31, 2007,
2006, and 2005, totaled $792.4 million, $777.0 million, and $1,049.3 million, respectively. Amounts owed to
ProLiance at December 31, 2007, and 2006, for those purchases were $81.5 million and $84.8 million,
respectively, and are included in Accounts pavable to affiliated companies in the Consolidated Balance Sheets.
Amounts charged by ProLiance for gas supply services are established by supply agreements with each utility.

Vectren received regulatory approval on April 25, 2006, from the IURC for ProLiance to provide natural
gas supply services to the Company's Indiana utilities through March 2011, ProLiance has not provided gas
supply/portfolio administration services to VEDO since October 31, 2005.

Regulatory Matter

ProLiance self reported to the Federal Energy Regulatory Commission (FERC or the Commission) in
October 2007 possible non-compliance with the Commission’s capacity release policies. ProLiance has taken
corrective actions to assure that current and future transactions are compliant. ProLiance is committed to full
regulatory compliance and is cooperating fully with the FERC regarding these issues. ProLiance is unable to
predict the outcome of any FERC action.

Proliance Lawsuit Settlement

On November 22, 2006, ProLiance settled a 2002 civil lawsuit between the City of Huntsville, Alabama and

ProLiance. The $21.6 million settlement related to a dispute over a contractual relationship with Huntsville
Utilities during 2000-2002. '

During 2006, ProLiance recorded an $18.3 million charge recognizing the settlement. During 2004,
ProLiance recorded $3.9 million as a reserve for loss contingency recognizing the initial unfavorable judgment
and the uncertainties related to ultimate outcome, During 2006 and 2005, $0.1 million and $0.5 million of legal
fees were charged against the reserve.

As an equity investor in ProLiance, Vectren recorded its share of these charges which totaled $6.6 million
after tax in 2006 and $1.4 million after tax in 2004.

Huaddington Energy Partnerships

The Company has an approximate 40 percent ownership interest in Haddington Energy Partners, LP
{Haddington I) and Haddington Energy Partners 1I, LP (Haddington II). On a combined basis, these partnerships
raised a total of $67 million to invest in energy related ventures. As of December 31, 2007, the Company has no
further commitments to invest in either Haddington I or II. As of December 31, 2007, these Haddington ventures
have two remaining investments related to compressed air storage and liquefied natural gas storage. Both
Haddington ventures are investment companies accounted for using the equity method of accounting.

The following is summmarized financial information as to the assets, liabilities, and results of operations of
Haddington. For the year ended December 31, 2007, revenues, operating loss, and net loss were (in millions)
zero, $(0.4), and $(0.3), respectively. For the year ended December 31, 2006, revenues, operating loss, and net
loss were (in millions) zero, $(0.3), and $(0.3), respectively. For the year ended December 31, 2005, revenues,
operating income, and net income were (in millions) $13.2, $12.4, and $22.2, respectively. As of December 31,
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2007, investments, other assets, and liabilities were (in millions) $31.3, $1.1, and zero, respectively. As of
December 31, 2006, investments, other assets, and liabilities were (in millions) $31.3, $1.0, and zero,
respectively, '

Pace Carbon Synfuels, LP

Pace Carbon Synfuels, LP (Pace Carbon) is a Delaware limited partnership formed to develop, own, and
operate four projects to produce and sell coal-based synthetic fuel (synfuel) utilizing Covol technology. The
Company has an 8.3 percent interest in Pace Carbon which is accounted for using the equity method of
accounting. The Internal Revenue Code provided for manufacturers, such as Pace Carbon, to receive a tax credit
for every ton of synthetic fuel sold. In addition, Vectren Fuels, Inc., a wholly owned subsidiary involved in coal
mining, received processing fees from synfuel producers unrelated to Pace Carbon for a portion of its coal
production. The tax law authorizing synfuel related credits and fees expired on December 31, 2007.

The Internal Revenue Service issued private letter rulings, which concluded the synthetic fuel produced at
the Pace Carbon facilities should qualify for tax credits. The IRS has completed tax audits of Pace Carbon for the
years 1998 through 2001 without challenging tax credit calculations. Generally, the statute of limitations for the
IRS to audit a tax return is three years from filing. Therefore tax credits utilized in 2004—2007 are still subject to
IRS examination. However, avenues remain where the IRS could challenge tax credits of pre-2004 years.

As a parimer of Pace Carbon, Vectren has reflected synfuel tax credits in its consolidated results from
inception through December 31, 2007 of approximately $99 million, of which approximately $60 million have
been generated since 2003. To date, Vectren has been in a position to utilize or carryforward substantially all of
the credits generated. Primarily from the use of these credits, the Company has an Alternative Minimum Tax
(AMT) credit carryforward of approximately $35.7 million at December 31, 2007.

Synfuel tax credits are only available when the price of oil is less than a base price specified by the Internal
Revenue Code, as adjusted for inflation, The Company estimates that high oil prices caused a 74 percent phase
out in 2007. Therefore, of the $23.1 million tax credits generated in 2007, only $6.0 million are reflected as a
reduction to the Company’s income tax expense. In 2006 high oil prices resulted in a 35 percent phase out of
synfuel tax credits. Of the $21.5 million tax credits generated in 2006, only $14.0 miilion are reflected as a
reduction to the Company’s income tax expense.

Since 2003, the Company executed several financial contracts to hedge oil price risk. Income statement
activity associated with these contracts was gain of $13.4 million in 2007, a loss of $4.7 million in 2006 and a
loss of $1.9 million in 2005. This activity is reflected in Other-ner. Impairment charges related to the investment
in Pace Carbon approximating $9.5 million were recorded in Other-net in 2006.

Synfuel-related results, inclusive of equity method losses and their related tax benefits as well as the tax
credits and other related activity, were earnings of $6.8 million in 2007, compared to a loss of $5.3 million in
2006 and earnings of $11.7 million in 2005.

The following is summarized financial information as to the assets, liabilities, and results of operations of
Pace Carbon. For the year ended December 31, 2007, revenues, margin, operating loss, and net loss were (in
millions) $471.1, ($139.7), ($158.8), and ($240.2), respectively. For the year ended December 31, 2006,
revenues, margin, operating loss, and net loss were (in millionsy $389.7, ($116.4), ($175.5), and ($176.8),
respectively. For the year ended December 31, 2005, revenues, margin, operating loss, and net loss were (in
millions) $333.4, ($135.3), ($170.3), and ($175.7), respectively. As of December 31, 2007, current assets,
noncurrent assets, current liabilities, and noncurrent liabilities were (in millions) $65.3, $67.3, $50.8, and $48.6,
respectively. As of December 31, 2006, current assets, noncurrent assets, current liabilities, and noncurrent
liabilities were (in millions) $61.3, $54.4, $46.6, and $36.5, respectively.
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Utilicom Networks, LLC & Related Entities

The Company had an approximate 2 percent equity interest and a convertible subordinated debt investment
in Utiticom Networks, LLC (Utilicom). The Company also had an approximate 19 percent equity interest in
SIGECOM Holdings, Inc. {Holdings), which was formed by Utilicom to held interests in SIGECOM, LLC
(SIGECOM). SIGECOM provided broadband services, such as cable television, high-speed internet, and
advanced local and long distance phone services, to the greater Evansville, Indiana area. The Company
accounted for its investments in Utilicom and Holdings using the cost method of accounting.

In August 2006, SIGECOM’s majority owner and the Company sold their interests in SIGECOM to
WideOpenWest, LLC. Resulting from the sale, the Company recorded a loss of $1.3 million after tax in 2006.
Proceeds to the Company, which includes the settlement of notes receivable, approximated $45 million and were
received in 2007.

Undistributed Earnings of Unconsolidated Affiliates

As of December 31, 2007, undistributed earnings of unconsolidated affiliates approximated $158 million
and are primarily comprised of the undistributed earnings of ProLiance. :

4. Milter Pipeline Corporation Acquisition in 2006

Effective July 1, 2006, the Company purchased the remaining 50 percent ownership in Miller Pipeline
Corporation (Miller), making Miller a wholly owned subsidiary. The results of Miller's operations, formerly
accounted for using the equity method, have been included in consolidated results since July 1, 2006. Based on
current accounting rules, Miller is consolidated on a prospective basis only. Prior periods were not restated.

Miller, originally founded in 1953, performs natural gas and water distribution, transmission, and
construction repair and rehabilitation primarily in the Midwest and the repair and rehabilitation of gas, water, and
wastewater facilities nationwide. Miller’s customers include Vectren’s utilities,

While the acquisition of Miller has not been material to the overall financial statements, consolidating
Miller resulted in, among other impacts, increases in Nonutility revenue totaling $105.7 million in 2007
compared to 2006 and $77.6 million in 2006 compared to 2005; and increases in Other operating expense
totaling $90.9 million in 2007 compared to 2006 and $60.8 million in 2006 compared to 2005. The transaction
also increased consolidated Goodwill by approximately $31 million, intangible assets, which are included in
Other assets, by $14 million, and $24 million in Long-term debt. Of the $31 million of goodwill, approximately
$0.9 million is not deductible for tax purposes.

Prior to this transaction, Miller was 100 percent owned by Reliant Services, LLC (Reliant). Reliant, a 50
percent owned strategic alliance with an affiliate of Duke Energy Corporation, is accounted for using the equity
method of accounting, and previously provided facilities locating and meter reading services to the Company’s
utilities. In 2007, fees paid to Reliant were less than $0.1 million. For the years ended December 31, 2006, and
2003, fees paid to Reliant for locating and meter reading services as well as for Miller’s construction-related
services totaled $20.6 million, and $21.3 million, respectively. Amounts charged are market based. Amounts
owed to Reliant totaled less than $0.1 million at both December 31, 2007 and 2006 and are included in Accounts
payvable to dffiliated companies in the Consolidated Balance Sheets. Reliant exited the meter reading and
facilities locating businesses in 2006.
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5. Other Investments

Other investments consist of the following:

At December 31,

2007 2006
. {In millions)
Leveraged Jeases . ... . e $303 $31.0
Cash surrender value of life insurance policies (SeeNote 7) ......... ... .. ... iiiiit, 18.2 16.6
Other investments ...............cvvenen. D _2_8__5_ Hgﬁ
+ Total other iNVeStMENtSs . ... ... ... . ittt iine it iaeiaaeannnas $77.0 $74.5

Leveraged Leases

The Company is a lessor in three leveraged lease agreements under which real estate or equipment is leased
to third parties. The total equipment and facilities cost was approximately $76.2 million at both December 31,
2007, and 2006, respectively. The cost of the equipment and facilities was partially financed by non-recourse
debt provided by lenders who have been granted an assignment of rentals due under the leases and a security
interest in the leased property, which they accepted as their sole remedy in the event of default by the lessee.
Such debt amounted to approximately $46.7 million and $47.4 million at December 31, 2007, and 2006,
respectively. At December 31, 2007 and 2006, the Company's leveraged lease investment, net of related deferred
tax liabilities, was $11.0 million and $10.2 million, respectively.

Other Invesiments

Other investments include notes receivable, restricted cash, and a municipal bond, among other items.

6. Income Taxes

The components of income tax expense and utilization of investment tax credits follow:

Year Ended
' December 31,

2007 2006 2005
(In millions)

Current:
Federal .ot $359 $18.2 %379
L 7 A R 131 10,7 148
Total current BAXeS . . .. .. .. 490 289 527
Deferred:
Federal ... .. e et 24.6 7.0 (6.0)
R 7~ S O A SR 4.1 3.6 (0.2
Total deferred taxes ... ... ... ... .. . . . . . .. e 28.7 34 (6.2)
Amortization of investment tax credits . ... .. ... i e e 1.7y 20 @24
Total INCOME LAX EXPLIISE . . . . ...\ ottt it a et aie et cnanaenns $76.0 $30.3 $44.1

H-21




The liability method of accounting is used for income taxes under which deferred income taxes are
recognized to reflect the tax effect of temporary differences between the book and tax bases of assets and
liabilities at currently enacted income tax rates. Significant components of the net deferred tax liability follow:

At December 31,
2007 2006
(In millions)

Noncurrent deferred tax liabilities (assets):

Depreciation & cost recovery timing differences ............. ... ... ..., $3102 $297.0
Leveraged l6ases .. ... o it e e 19.3 208
" Regulatory assets recoverable through futurerates ............................... 203 21.0
Demand side management Programs .. .. ..ee oo e ittt ieiia e iireaans 79 8.4
Other comprehensive INCOMe . ... . ... i e 7.2 2.5
Alternative minimum tax carryforward . ........ . ... o (3.4) 421
Employee benefit obligations ......... .. i (34.5) (39.2)
Net operating loss & other carryforwards ................... e 4.1y (10.1)
Regulatory liabilities to be settled through futurerates ........... ... ............. 63y 7N
Other—Met . ..o e e 1.5 10.1
Net noncurrent deferred tax liability .. ............. .. ... ... . L 3181 2607
Current deferred tax (assets)/liabilities:
Deferred fuel costs-net .................... e e e e (1.2) (1.8)
Alternative minimum tax carryforward . ... ... ... e (29.6) —
Other—net ..o i e e e e e e 0.9 (1.8)
Net current deferred tax (asset)iability ............... ... .. ... ... ... (299 (3.6)
Net deferred tax liability /. .......... . ... .. ... ... ... ... . ... .. $288.2 $257.1

At December 31, 2007, and 2006, investment tax credits totaling $8.2 million and $9.9 million, respectively,
are included in Deferred credits and other liabilities. These investment tax credits are amortized over the lives of
the related investments. At December 31, 2007, the Company has alternative minimum tax carryforwards of
$33.0 million, which do not expire. In addition, the Company has $4.0 million in net operating loss carryforwards
that relate to the acquisition of Miller, which will expire in 5 to 20 years.

A reconciliation of the federal statutory rate to the effective income tax rate follows::

Year Ended December 31,
2007 2006 2005

R 1T 10T o O v 12 35.0% 35.0% 35.0%
State and local taxes-net of federal benefit . ....... ... ... ... . . . ... ... 43 5.7 5.5
Synfueltax credits .. ... e B.0o (9.6 (12.3)
Adjustment of income tax accruals . ... ... L e 07 o0 (1.9
Tax law change .. ... ... . . . e 0.2 2.5 —
Amortization of investment tax credit . . . ... ... e 0.8) (14 (1.3)
Depletion . . ... e e 07 (1.6 (1.0)
Other tax Credits .. ... . e e e {0.2) (0.5 (0.4
Al OtHEr-MBE ... o i e e e e 0.6 (1.3) 08

Effectivetax rate .. ... ... .. . . ... .. ... . . e i 347% 21.8% 24.4%
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Accounting for Uncertainty in Income Taxes

On January 1, 2007, the Company adopted FASB Interpretation No. 48 (FIN 48) “Accounting for
Uncertainty in Income Taxes™ an interpretation of SFAS 109, “Accounting for Income Taxes.” FIN 48 prescribes
a recognition threshold and measurement attribute for financial statement recognition and measurement of tax
positions taken or expected to be taken in an income tax return. FIN 48 also provides guidance related to reversal
of tax positions, balance sheet classification, interest and penalties, interim period accounting, disclosure and
transition,

As a result of the imptementation of FIN 48, the Company recognized an approximate $0.3 million increase
in the liability for unrecognized tax benefits, of which $0.1 million was accounted for as a reduction to the
Janvary 1, 2007, balance of Retained earnings and $0.2 million was recorded as an increase to Goodwill. At
adoption, the total amount of gross unrecognized tax benefits was $11.6 million.

Following ts a reconciliation of the total amount of unrecognized tax benefits as of December 31, 2007:

(in millions)
Unrecognized tax benefits at 1/1/2007 ... .. .. e $11.6
Gross Increases—tax positions inpriorperiods ............. .. o i i 03
Gross Decreases—tax positions inpriorperiods ... vttt iiinerin e (7.4)
Gross Increases—current period tax positions ............ ... .. ... . o i 1.9
Gross Decreases—current period tax positions . ........... ittt i (0.2)
Unrecognized tax benefits at December 31,2007 .. ............cc i nns $ 6.2

Of the change in unrecognized tax benefits during 2007 of $5.4 million, $3.1 million impacted the effective
tax rate. The amount of unrecognized tax benefits, which, if recognized, that would impact the effective tax rate
as of December 31, 2007, was $0.1 million. The remaining unrecognized tax benefit relates to tax positions for
which the ultimate deductibility is highly certain but for which there is uncertainty about the timing of such
deductibility. Because of the impact of deferred tax accounting, other than interest and penalties, the
disallowance of the shorter deductibility period would not affect the annual effective tax rate but would
accelerate the payment of cash to the taxing authority.

The Company accrues interest and penaities associated with unrecognized tax benefits in Income
taxes. During the year ended December 31, 2007, the Company recognized expense related to interest and
penalties totaling approximately $0.5 million. During the years ended December 31, 2006 and 2005, the
Company recognized expense related to interest and penalties of less than $1 million in both years. The Company
had approximately $0.8 million and $1.9 million for the payment of interest and penalties accrued as of
December 31, 2007 and December 31, 2006, respectively.

The liabitity included in Other liabilities on the Consolidated Balance Sheet for unrecognized tax benefits
inclusive of interest, penalties and net of secondary impacts, which are benefits, totaled $2.5 million at
December 31, 2007.

From time to time, the Company may consider changes to filed positions that could impact its unrecognized
tax benefits. However, il is not expected that such changes would have a significant impact on earnings and
would only affect the timing of payments to taxing authorities.

The Company and/or certain of its subsidiaries file income tax returns in the U.S. federal jurisdiction and
various states. The Internal Revenue Service {(IRS) has conducted examinations of the Company’s U.S. federal
income tax returns for tax years through December 31, 2004. The State of Indiana, the Company’s primary state
tax jurisdiction, has conducted examinations of state income tax returns for tax years through December 31,
2002. On February 15, 2008, the Company was notified by the IRS of their intent to perform a limited scope
examination of the Company’s 2005 consolidated tax return.
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7. Retirement Plans & Other Postretirement Benefits

At December 31, 2007, the Company maintains three qualified defined benefit pension plans, a nonqualified
supplemental] executive retirement plan {(SERP), and three other postretirement benefit plans. The defined benefit
pension and other postretirement benefit plans, which cover eligible full-time regular employees, are primarily
noncontributory. The postretirement health care and life insurance plans are a combination of self-insured and
fully insured plans. The Company has Veluntary Employee Beneficiary Association (VEBA) Trust Agreements
for the partial funding of postretitement health benefits for retirees and their eligible dependents and
beneficiaries. Annual VEBA funding is discretionary. The detailed disclosures of benefit components that follow
are based on an actuarial valuation using a measurement date as of September 30. The qualified pension plans
and the SERP are aggregated under the heading “Pension Benefits.” Other postretirement benefit plans are
aggregated under the heading “Other Benefits.”

Adoption of SFAS 158

On December 31, 2006, the Company adopted SFAS No. 158, “Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans-an amendment of FASB Statements No. 87, 88, 106, and 132(R)” (SFAS
158). SFAS 158 required the Company to recognize the funded status of its pension plans and postretirement
plans. SFAS 158 defines the funded status of a defined benefit plan as its assets less its projected benefit
obligation. which includes projected salary increases, and defines the funded status of a postretirement plan as its
assefs less its accumulated postretirement benefit obligation. To the extent this obligation exceeded amounts
previously recognized, the Company recorded a Regulatory asset for that portion related to its cost-based and rate
regulated utilities. To the extent that excess liability did not relate to a cost-based rate-regulated utility, the offset
was recorded as a reduction to equity in Accumulated other comprehensive income. As a result of adopting this
standard, the Company’s assets increased $30.0 million, its liabilities increased $22.0 million and its equity
increased $8.0 million.

SFAS 158 also requires an employer to measure the funded status of a plan as of the date of its year-end
balance sheet and requires disclosure in the notes to financial statements certain additional information related to
net periodic benefit cost for the next fiscal year. The measurement date provisions are not required to be adopted
untit 2008. On January |1, 2008, the Company recorded a $2.7 millien reduction to retained earnings to move the
measurement date from September 30 to December 31,

Benefit Obltganons

A reconciliation of the Company s benefit obligations at December 31, 2007 and 2006, follows:

Pension Benefits Other Benefits
2007 2006 2007 2006
(In millions)

Benefit obllgauon beginningof period . ....... ... ...t $2554 $2554 $69.5 $72.0
Service cost—benefits earned during the permd ........................ 56 6.0 0.5 0:6
Interest cost on projected benefit obligation .. ... ... ... .. ... ... . ... 14.9 14.1 3.9 39
Plan participants’ contributions . ... . ... ... ... . ... ... G — — i3 1.7
Planamendments . ... ...t — 2.1 — —.
Actuarial 1oss (Zain) .. ... o e e (13.9) (10.2) 1.5 (04
Medicare subsidy receipts . ... . .. .. — — 0.2 0.3
Benefits paid ... ... ... ... e (124) (12.00 (6.7) (8.6)
Benefit obligation, end of peried ............... e $249.6 $255.4 $70.2 $69.5

The accumulated benefit 0bllgauon for all defined benefit pensnon plans was $231.9 million and $234.8
million at December 31, 2007 and 2006, respectively.
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The benefit obligation as of December 31, 2007 and 2006 was calculated using the following assurnptions:.

Pension Benefits Other Benefits
2007 2006 2007 2006

DisCOUNtrate . ... ...t e e e 625% 5.85% 0.25% 5.85%
Rate of compensation increise . ... ... .. .. i i i 375% 3.75% N/A N/A
Expected increase in Consumer Price Index . . ............ ... ... .. N/A N/A 3.50% 3.50%

To calculate the 2007 ending postretirement benefit obligation, medical claims costs in 2008 were assumed
to be 8 percent higher than those incurred in 2007. That trend was assumed to gradually decline to 5 percent over
a three year period and remain level thereafter. A one-percentage point change in assumed health care cost trend
rates would have changed the benefit obligation by approximately $1.3 million. To calculate the 2006 ending
postretirement benefit obligation, medical claims costs in 2007 were assumed to be 9 percent higher than those
incurred in 2006. That trend was assumed to gradually decline to 5 percent over a four year period and to remain
level thereafter.

Plan Assets

A reconciliation of the Company’s plan assets at December 31, 2007 and 2006 follows:

Pension Benefits Other Benefits
2007 2006 2007 2006

(In millions)
Plan assets at fair value, beginning of period .. ......... ... ... ... ...... $1850 $1736 $68 $74
Actual return on plan assets . ... ... .. e 22.3 148 09 03
Employer contributions ...... PP e 16.9 86 45 6.0
Plan participants’ contributions ........... ... .. .. . i aainaa — — 1.3 1.7
Benefits paid .. ... . o e (124) (1200 6.7) (8.6)
Fair value of plan assets,endof period .......................... $211.8 $185.0 $68 $6.8

The asset allocation for the Company’s pension and postretirement plans at the measurement date for 2007
and 2006 by asset category follows:

Pension Benefits  Other Benefits
2007 2006 2007 2006

Equity securities ........... ...t s 64% 62% T4% 65%
Dbl SECUMLIES . . . . oottt e e e 3% 33% 26% 3 I%
Realestate and other .. ... . i i i e e i e _5% _i% — __4%

Total . ., .. 100% _1_99% 100% _199%

The Company invests in trusts that benefit its qualified defined benefit plans. The general investment
objectives are to invest in a diversified portfolio, comprised of both equity and fixed income investments, which
are further diversified among various asset classes. The diversification is designed to minimize the risk of large
losses while maximizing total return within reasonable and prudent levels of risk. The .investment objectives
specify a targeted investment allocation for the pension plans of 60 percent equities, 35 percent debt, and 3
percent for other asset classes, including real estate for 2007, and for postretirement plans of 65 percent equities,
30 percent debt, and 5 percent shori-term investments for 2007. Objectives do not target a specific return by asset
class. The portfolio’s return is monitored in total and investment objectives are long-term in nature.
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Funded Status

The funded status of the plans as of December 31, 2007 and 2006 follows:

Pension Benefits Other Benefits

2007 2006 2007 2006
(In miHions)

Benefit obligation, end of period ......... ... ... ... oo ... $2496 $2554 $702 $69.5
Fair value of plan assets,end of period .............................. (211.8) (185.0) (6.8) (6.8)
Post measurement date adjustments . ...... e e e (2.4) 1.2y (1.n ((1.n
Funded status,end of period: ... ........................... $ 354 § 692 $62.3 $61.6
Accried Habilities ... ........... ... e S $ 07 8 07 $39 $55
Other liabilities . ... .....cooi e, PP $ 347 3% 685 $584 $584

As of December 31, 2007 and 2006, the funded status of the SERP, which is included in Pension Benefits in
the chart above, was an unfunded amount of $13.1 million and $13.4 million, respectively.

Net Periodic Benefit Costs

A summary of the components of net periodic benefit cost for the three years ended December 31, 2007,
follows:

Pension Benefits Other Benefits
2007 2006 2005 W7 2006 2005
. {In millions)

SETVICE COSE . . oottt ittt e e e e s $ 56 $ 60 % 56 $05 $06 %07
Interest CoOSt . .. . i e 14.9 14.1 13.8 40 39 4.5
Expected return on planassets .......................... (14.3) (13.5)° (13.2) (0.5 (0.6) (0.6)
Amortization of prior service cost . . ... . ... L 1.7 1.8 1.6 (0.8) (0.8 (0.6)
Amortization of actuarial loss (gain} .. ..................0. 1.5 2.4 1.8 @1 — (0.2)
Amortization of transitional obligation .. .................. — — — 1.1 1.1 1.5
Net periodic benefitcost ..., ...................... $ 94 $108 $§ 96 $42 $42 $53

A portion of benefit costs are capitalized as Utility plant. Costs capitalized in 2007, 2006, and 2005
approximated $3.9 million, $4.3 million, and $4.2 million, respectively.

To calculate the expected return on plan assets, the Company uses the plan assets’ market-related value and
an expected long-term rate of return. The fair market value of the assets at the measurement date is adjusted to a
market-related value by recognizing the change in fair value experienced in a given year ratably over a five-year
period.

Based on a targeted 60 percent equity, 35 percent debt, and 5 percent alternative investments allocation for
the pension plans, the Company has used a long-term expected rate of return of 8.25 percent to calculate 2007
periodic benefit cost. For fiscal 2008, the expected long-term rate of return will also be 8.25 percent.

The Company has increased the discount rate used to measure its benefit obligations and periodic cost due
to increases in benchmark interest rates that approximate the expected duration of the Company’s benefit
obligations, For fiscal 2008, the discount rate will be 6.25 percent.
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The weighted averages of significant assumptions used to determine net periodic benefit costs follow:

Pension Benefits Other Benefits
2007 2006 2005 2007 2006 2005

(In millions)

Discountrate .. .. ... ... ... e i 5.85% 5.50% 5.75% 5.85% 5.50% 35.75%
Rate of compensation increase . ............ooiiiiin. 3.75% 3.25% 3.50% N/A N/A  N/A
Expected return on plan assets ............... e 8.25% 8.25% 8.25% 8.25% 8.25% 8.25%

Expected increase in Consumer Price Index ................. N/A N/A NA 350% 3.50% 3.50%

Health care cost trend rate assumptions do not have a material effect on the service and interest cost
components of benefit costs. The Company’s benefit plans limit Vectren’s exposure to increases in health care
costs to annual changes in the Consumer Price Index (CPI). Any increase in health care costs in excess of the CPi
increase is the responsibility of the plan participants.

Prior Service Cost, Actuarial Gains and Losses, and Transition Obligation Effects

Following is a reconciliation of the amounts in accumulated other comprehensive income (AOCI) and
regulatory assets related to retirement plan obligations at December 31, 2007 and 2006:

2007 2006
Pensions Other Benefits Pensions  Other Benefits
(In millions)

Prior serviCe Cost .. ..ot $11.2 $4.7) $129 $(5.5)
Unamortized actuarial gain/(loss) ....... ... ... .. ... ... .. 11.9 {1.1) 353 (2.2}
Transition obligation ...... ... i — 7.6 — 8.7
23.1 1.8 48.2 1.0
Less: Regualtory assetdeferral .......................... 21.9) (L7 (45.8) (0.9)
AQOCl beforetaxes ................... e $ 1.2 $ 0.1 $ 24 $01

A roll forward of these amounts identifying those components reclassified to periodic cost and those
components arising during the year since adoption of SFAS 158 follows:

Pensions Other Benefits
Net
Prior Net Prior Gain

Service Gain Service or Transition
Cost or Loss Cost Loss  Obligation

(In millions)

Balance at adoption of SFAS 158 ........... ‘. e eeiiaaaie.. 8129 $353 355 $(2.2) %87
Amounts arising during theperiod .. ......... ... ... o — 21.9) — 1.2 —
Reclassification tobenefitcosts ........ ... ... i .., (. (1.5) 08 (0.1 (1.n
Balance December 31,2007 .. ... . ... ... . ... . ... ... ...... $11.2 $119 $4&7 $1.) $76

Related to pension plans, $1.7 million of prior service cost and $0.1 million of actuarial gain/loss is
expected to be amortized to periodic cost in 2008, Related to other benefits, $1.1 million of the transition
obligation is expected to he amortized to periodic cost in 2008, and $0.8 miilion of prior service cost is expected
to reduce periodic cost in 2008.
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Expected Cash Flows

In 2008, the Company expects to make contributions of approximately $10 million to its pension plan trusts.
In addition, the Company expects to make payments totaling approximately $1 million directly to SERP
participants and approximately $5 million directly to those participating in other postretirement plans.

Estimated retiree pension benefit payments, including the SERP, projected to be required during the years
following 2007 (in millions) are $13.6 in 2008, $14.4 in 2009 $14.6 in 2010, $16.0 in 2011, $16.4 in 2012 and
$95.1 in years 2013-2017. Expected benefit payments projected to be required for postretirement benefits during
the years foliowing 2007 (in millions) are $6.4 in 2008, $7.1 in 2009, $7.5 in 2010, $7.8 in 2011, and $8.0 in
2012 and $44.0 in years 2013-2017.

Defined Contribution Plan

The Company also has defined contribution retirement savings plans that are qualified under sections 401(a)
and 401{k) of the Internal Revenue Code. During 2007, 2006 and 2005, the Company made contributions to these
plans of $4.0 million, $3.9 million, and $3.5 million, respectively.

Deferred Compensation Plans

The Company has nonqualified deferred compensation plans, which permit eligible executives and
non-employee directors to defer portions of their compensation and vested restricted stock. A record keeping
account is established for each participant, and the participant chooses from a variety of measurement funds for
the deemed investment of their accounts. The measurement funds are similar to the funds in the Company’s
defined contribution plan and include an investment in phantom stock units of the Company. The account
balance fluctuates with the investment returns on those funds. At December 31, 2007 and 2006, the liability
associated with these plans totaled $29.0 mitlion and $27.6 million, respectively, and is included in Deferred
credits and other liabilities. Deferred compensation expense was $2.2 million, $0.7 million and $2.6 million in
2007, 2006, and 20035, respectively.

The Company has established certain investments to fund its deferred compensation liabilities -that are
currently funded primarily through corporate-owned life insurance policies. These investments, which are
consolidated, are available to pay plan benefits and are subject to the claims of the Company’s creditors. The
cash surrender value of these policies included in Other investments on the Consolidated Balance Sheets were
$18.2 million and $16.6 million at December 31, 2007 and 2006, respectively. Earnings from those investments
totaled $0.6 million in 2007, $0.8 million in 2006, and $1.8 million in 2005,

8. Borrowing Arrangements
Short-Term Borrowings

At December 31, 2007, the Company has $780.0 million of short-term borrowing capacity, including $520.0
million for the Utility Group operations and $260.0 mitlion for the wholly owned Nonutility Group and corporate
operations, of which approximately $134 million is available for the Utility Group operations and approximately
$89 million is available for wholly owned Nonutility Group and corporate operations. These borrowing
arrangements expire in 2010, Utility Group credit facilities are primarily used to support the Company’s access
to the commercial paper market. Interest rates and outstanding balances associated with short-term borrowing
arrangements follows,
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Year Ended December 31,
2007 2006 2005
{In millions)

Weighted average commercial paper and bank loans outstanding during the

=z $3913  $256.1 $304.5
Weighted average interest rates during the year
Commercial paper ... ...ttt e 554% 5.16%  3.42%
Bank loans . ...... ... s 561% 551% 3.82%
At December 31,
2007 2006
{In millions)
COMIMIEICIAl PAPOT .ottt ittt e et e e e e e $385.9 $270.1
Bank 1oans ... ...t e 1710 1947
Total short-term bOTTOWINES .. ..., ...ttt iaaann, $557.0 $464.8

Long-Term Debt

Long-term senior unsecured obligations and first mortgage bonds outstanding by subsidiary foliow:

At December 31,

2007 2006
(In millions)
Utility Holdings
Fixed Rate Senior Unsecured Notes
200, 6,025 00 ot e e e $250.0 $250.0
2003, 525 . e e 100.0  100.0
2005, 545 . o e e 75.0 75.0
2008, 5.5 oo e e e e 100.0  100.0
2035, 8,100 . .. e 75.0 75.0
2030, 5,05 . . e e e e e 100.0 1000
Total Utility Holdings .. ........ ... ... .. .. s 700.0  700.0
SIGECO
First Mortgage Bonds

2016, 1986 Series, B BTS00 .. i e 13.0 13.0
2020, 1998 Pollution Control Series B, 4.50%, tax exempt . .......... . ........... 4.6 4.6
2024, 2000 Environmental Improvement Series A, 4.65%, tax exempt . .. ........... 225 22.5
2029, 1999 Senior Notes, 6.72% ... .. coiin it e e 80.0 80.0
2030, 1998 Pollution Contro! Series B, 5.00%, tax exempt . ..........c0o00vevrnrn.. 220 22,0
2015, 1985 Pollution Contro! Series A, current adjustable rate 4.00%, tax exempt,

auction rate mode, 2007 weighted average: 3.83% ............. ... ... ... ‘ R 9.8
2023, 1993 Environmental Improvement Series B, current adjustable rate 4.61%, tax

exempt, auction rate mode, 2007 weighted average: 4.13% .. ................... 226 22.6
2025, 1998 Pollution Control Series A, current adjustable rate 4.00%, tax exempt,

auction rate mode, 2007 weighted average: 3.90% .............. .ol 315 315
2030, 1998 Pollution Controt Series C, current adjustable rate 4.77%, tax exempt,

auction rate mode, 2007 weighted average: 4.15% .. ..ot i 222 222
2041, 2007 Pollution Contro} Series, current adjustable rate 5.22%, tax exempt, auction :

rate mode, 2007 weighted average: 4.80% ........... e e e 17.0 —

Total SIGECO ... . i e .. 2452 2282
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At December 31,
2007 2006
(In millions}

Indiana Gas
Senior Unsecured Notes

2007, Series B, 6.54% ... .o e $ — % 65
2013, Series E, 6.09%0 .. oot 50 50
2015, Series E, 7,100 - ottt e 5.0 5.0
2015, Series E, 60000 . .. .o e e 5.0 5.0
2015, Series B, 60990 . oottt e 10.0 10.0
2025, Setles B, 6.8300 ..o 10.0 100
2027, Series B, 64290 . ..ot 5.0 50
2027, Series B, 0.6800 . ... e e e e 1.0 1.0
2027, Series F, 6. 3400 . .. e 20.0 20.0
2028, SeMes F, 63000 - .o oot 10.0 10.0
2028, Series F, 6.5506 .. oot e s . R 20.0 « 20,0
2029, Series G, 70800 . ..ottt e e 30.0 30,0
Total Indiana Gas . . .. .. ... . 121.0 127.5

Vectren Capital Corp.
Fixed Rate Senior Unsecured Notes

2007, T83% . PR . — 17.5
L L L 25.0 25.0
2000, 79890 . oottt e e e 22.5 22.5
2002, 50300 vt e e e e 25.0 25.0
2002, T A3 . e e e 35.0 35.0
2015, 5310 oot e Cee 75:0 -75.0
: Total Vectren Capital COTP. .. ......oo\veerin et . 1825 2000
Other Long-Term Notes Payable . ... ... . i i aenes 0.3 0.6
Total long-termdebtoutstanding . . ......... .. ... ... ... . ... ... ... . ... 1,249.0° 1,256.3
Current maturities of long-termdebt .. ...... ... ... ... ... ..... U {0.3) (24.2)
Debtsubjecttotender . ....... .. ... e e o— (20.0)
Unamortized debt premium & discount—net ................. .. ... .... P 3.3) 3.8)
Fair value of hedging arrangements . . ...................... e . — (0.3)
Total long-termdebt-net ........ ... ... ... .. . ... . ... ... $1,2454 $1,208.0
i Pt ;f ¢ ’ !
SIGECQO Pollution Control Bonds . ‘ N

On December 6, 2007, SIGECO closed on $17 million of auction rate tax-exempt long-term debt. The debt
has a life of 33 years, maturing on January 1, 2041. The initial interest rate was set at 4.50 percent but the rate
will be reset every 7 days through an auction process that began December 13, 2007. This new debt was
collateralized through the issuance of first mortgage bonds and the payment of interest and principal was insured
through Ambac Assurance Corporation (Ambac). o

-

i , ey

Utility Holdings 2006 Issuance

14

In October 2006, Utility Holdings issued $100 million in 5.95 percent senior unsecured notes due October 1,
2036 (2036 Notes). The 30-year notes were priced at par. The 2036 Notes are guaranteed by Utility Holdings’
three public utilities: SIGECO, Indiana Gas, and VEDO. These guarantees are full and unconditional and joint
and several. These notes, as well as the timely payment of principal and interest, are insured by a financial
guaranty insurance policy by Financial Guaranty Insurance Company {(FGIC).

The 2036 Notes have no sinking fund requirements, and interest payments are due quarterly. The notes may
be called by Utility Holdings, in whole or in part, at any time on or after October 1, 2011, at 100 percent of
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principal amount plus accrued interest. During the first and second quarters of 2006, Utility Holdings entered into
several interest rate hedges with a $100 million notional amount. Upon issuance of the notes, these instruments
were settled resulting in the payment of approximately $3.3 million, which was recorded as a Regulatory asset
pursuant to existing regulatory orders. The value paid is being amortized as an increase to interest expense over
the life of the issue. The proceeds from the sale of the 2036 Notes, settlement of the hedging arrangements, and
payments of issuance costs totaled approximately $92.8 million.

Utility Holdings 2005 Issuance

In December 2005, Utility Holdings issued senior unsecured notes with an aggregate principal amount of
$150 million in two $75 million tranches. The first tranche was 10-year notes due December 2015, with an
interest rate of 5.45 percent priced at 99.799 percent to yield 5.47 percent to maturity (2015 Notes). The second
tranche was 30-year notes due December 2035 with an interest rate of 6.10 percent priced at 99.799 percem to
yield 6.11 percent to maturity (2035 Notes).

The notes have no sinking fund requirements, and interest payments are due semi-annually. The notes may
be called by Utility Holdings, in whole or in part, at any time for an amount equal to accrued and unpaid interest,
plus the greater of 100 percent of the principal amount or the sum of the present values of the remaining
scheduled payments of principal and interest, discounted to the redemption date on a semi-annual basis at the
Treasury Rate, as defined in the indenture, plus 20 basis points for the 2015 Notes and 25 basis points for the
2035 Notes.

In January and June 2005, Utility Holdings entered into forward starting interest rate swaps with a total
notional amount of $75 million. Upon issuance of the debt, the instruments were settled resulting in the receipt of
approximately $1.9 million in cash, which was recorded as a regulatory liability pursuant to existing regulatory
orders. The value received is being amortized as a reduction of interest expense over the life of the issue
maturing December 2035, The net proceeds from the sale of the senior notes and settlement of related hcdgmg
arrangements approximated $150 million,

Vectren Capital Corp. 2005 Debt Issuance

On October 11, 2005, Vectren and Vectren Capital Corp., its wholly-owned subsidiary (Vectren Capital),
entered into a private placement Note Purchase Agreement {2005 Note Purchase Agreement) pursuant to which
vatious institutional investors purchased the following tranches of notes from Vectren Capital: (i) $25 million
4.99 percent Guaranteed Senior Notes, Series A due 2010, (ii) $25 million 5.13 percent Guaranteed Senior Notes,
Series B due 2012 and (jii) $75 miltion 5.31 percent Guaranteed Senior Notes, Series C due 2015. These
Guaranteed Senior Notes are unconditionally guaranteed by Vectren, the parent of Vectren Capital. The proceeds
from this financing were received on December 15, 2005. This Note Purchase Agreement contains customary
representations, warranties and covenants, including a covenant to the effect that the ratio of consolidated total
debt to consolidated total capitalization will not exceed 75 percent.

On October 11, 2005, Vectren and Vectren Capital entered into First Amendments with respect to a Note
Purchase Agreement dated as of December 31, 2000 pursuant to which Vectren Capital issued to institutional
investors the following tranches of notes: (i) $38 million 7.67 percent Senior Notes due 2005, (ii) $17.5 million
7.83 percent Senior Notes due 2007, (iii) $22.5 million 7.98 percent Senior Notes due 2010 and (iv) a Note
Purchase Agreement, dated April 25, 1997, pursuant to which Vectren Capital issued to an institutional investor a
$35 million 7.43 percent Senior Note due 2012. The First Amendments (i) conform the covenants to those
contained in the 2005 Note Purchase Agreement, {ii) eliminate a credit ratings trigger which would have afforded
noteholders the option to require prepayment if the ratings of Indiana Gas or SIGECO fell below a certain level,
(iii) replace a more limited support agreement with an unconditional guarantee by Vectren and (iv) provide for a
100 basis point increase in interest rates if the ratio of consolidated total debt to total capitalization exceeds 65
percent.
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Long-Term Debt Put & Call Provisions

Certain long-term debt issues contain put and call provisions that can be exercised on various dates before
maturity, The put or call provisions are not triggered by specific events, but are based upon dates stated in the
note agreements, such as when notes are remarketed. During 2007, 2006 and 2005, no debt was put to the
Company. Debt which may be put to the Company during the years following 2007 (in millions) is zero in 2008,
$80.0 in 2009, $10.0 in 2010, $30.0 in 2011, zero in 2012 and thereafter. Debt that may be put to the Company
within one year is classified as Long-term debt subject to tender in current liabilities.

In February 2008, SIGECO began the process of providing notice to the current holders of approximately $103
million of tax exempt auction rate mode long term debt that the Company will convert that debt from its current
auction rate mode into a daily interest rate mode during March 2008, The debt will be subject to mandatory tender
for purchase on the conversion date at 100 percent of the principal amount plus accrued interest.

Utility Holdings and Indiana Gas Debt Calls

In 2006, the Company called at par $100.0 million of Utility Holdings senior unsecured notes originally due
in 2031. In 2005, the Company called at par $49.9 million of Indiana Gas insured senior unsecured notes
originally due in 2030. The notes called in 2006 and 2005 had stated interest rates of 7.25 percent and 7.45
percent, respectively.

Other Financing Transactions

At December 31, 2003, $53.7 million of SIGECO notes could be put to the Company in March of 2008, the
date of their next remarketing. In March of 2006, the notes were successfully remarketed, and are now classified
in Long-term debt. Prior to the remarketing, the notes had tax-exempt interest rates ranging from 4,75 percent to
5.00 percent. After the remarketing, interest rates are reset every seven days using an auction process.

As part of the integration of Miller into the Company’s consolidated financing model, $24.0 million of
Miller’s outstanding long-term debt was retired in the fourth quarter of 2006.

Other Company debt totaling $24.0 million in 2007 and $38.0 million in 2005 was retired as scheduled.

Future Long-Term Debt Sinking Fund Requirements & Maturities

The annual sinking fund requiremeat of SIGECQO’s first mortgage bonds is | percent of the greatest amount
of bonds outstanding under the Mortgage Indenture. This requirement may be satisfied by certification to the
Trustee of unfunded property additions in the prescribed amount as provided in the Mortgage Indenture.
SIGECO intends to meet the 2007 sinking fund requirement by this means and, accordingly, the sinking fund
requirement for 2007 is excluded from Current liabilities in the Consolidated Balance Sheets. At December 31,
2007, $836.7 million of SIGECO’s utility plant remained unfunded under SIGECO’s Mortgage Indenture,
SIGECO’s gross utility plant balance subject to the Mortgage Indenture approximated $2.2 billion at
December 31, 2007.

Consolidated maturities of long-term debt during the five years following 2007 (in millions) are zero in
2008 and in 2009, $47.5 in 2010, $250.0 in 2011, and $60.0 in 2012,

Covenants

Both long-term and short-term borrowing arrangements contain customary default provisions; restrictions
on liens, sale-leaseback transactions, mergers or consolidations, and sales of assets; and restrictions on leverage
and interest coverage, among other restrictions. As of December 31, 2007, the Company was in compliance with
all financial covenants.

Ratings Triggers

None of Vectren's currenily outstanding debt arrangements contain ratings triggers.
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Debt Guarantees

Vectren Corporation guarantees Vectren Capital’s long-term and short-term debt, which totaled $183
million and $171 million, respectively, at December 31, 2007. Utility Holdings’ currently outstanding long-term
and short-term debt is jointly and severally guaranteed by Indiana Gas, SIGECO, and VEDO. Utility Holdings’
long-term and short-term debt outstanding at December 31, 2007, totaled $700 million and $386 million,
respectively.

9. Share-Based Compensation

The Company has various share-based compensation programs to encourage executives, key non-officer
employees, and non-employee directors to remain with the Company and to more closely align their interests
with those of the Company’s shareholders. Under these programs, the Company issues stock options and
non-vested shares (herein referred to as restricted stock). All share-based compensation programs are sharcholder
approved. In addition, the Company maintains a deferred compensation plan for executives and non-employee
directors where participants have the option to invest earned compensation and vested restricted stock in
phantom stock units. Certain option and share awards provide for accelerated vesting if there is a change in
control or upon the participant’s retirement.

On January 1, 2006, the Company adopted SFAS 123R “Share Based Compensation” (SFAS 123R) using
the modified prospective method. Accordingly, information prior to the adoption has not been restated. Prior to
the adoption of SFAS 123R, the Company accounted for these programs using APB Opinion 25, “Accounting for
Stock Issued to Employees” (APB 25), and its related interpretations. From the Company’s perspective, the
primary cost recognition difference between SFAS 123R and APB 25 is that costs related to stock options were
not recognized in the financial statements in those years prior to SFAS 123R’s adoption.

Following is a reconciliation of the total cost associated with share-based awards recognized in the
Company’s financial statements to its after tax effect on net income:

Year ended

December 31,
2007 2006 2005

(in millions)
Total cost of share-based compensation ........ ... .. .. oo ., $2.5 332 %45
Less capitalized cost . .. ... ... i e 05 09 1.0
Total in other operating eXpense . .. ... .. it et uner it e e 20 23 35
Less income tax benefitineamnings .. ........... o i e 08 06 14
After tax effect of share-based compensation ............. ... ... . .. i $12 $1.7 $2.1

Restricted Stock Related Matters

The Company periodically grants executives and other key non-officer employees restricted stock and/or
restricted stock units whose vesting is contingent upon meeting a total return and/or return on equity performance
objectives. In addition non-employee directors receive a portion of their fees in restricted stock. Grants to
executives and key non-officer employees generally vest at the end of a four-year period, with performance
measured at the end of the third year. Based on that performance, awards could double or could be entirely
forfeited. Awards to non-employee directors are not performance based and generally vest over one year.
Because executives and non-employee directors have the choice of settling awards in shares, cash, or deferring
their receipt into a deferred compensation plan (where the value is eventually withdrawn in cash), these awards
are accounted for as liability awards at their settlement date fair value. Upon adoption of SFAS 123R, the
Company reclassified the eamned value of these awards, which totaled $4.1 million on January 1, 2006, from
equity to other long-term liabilities. Awards to key non-officer employees must be settled in shares and are
therefore accounted for in equity at their grant date fair value.
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A summary of the status of the Company’s restricted stock awards separated between those accounted for as
liabilities and equity as of December 31, 2007, and changes during the year ended December 31, 2007, is
presented below:

Equity Awards

orid. Ave. Liability Awards
Shares Fair value  Shares/units Fair value
Restricted at Janvary 1,2007 . ...... ... ... ... . ... .. .. e 23,009  $26.32 376,185
Granted ... e e e e 13,030 29.18 181,788
Vested ... (2,378) 24,88 (68,607)
Forfeited . ... ... .. . . . . (11,791 27.16 (137,478)
Restricted at December 31,2007 . ... ... .. 21,870 $28.11 351,888 $29.01

As of December 31, 2007, there was $6.1 million of total unrecognized compensation cost related to
restricted stock awards. That cost is expected to be recognized over a weighted-average period of 2.9 years. The
total fair value of shares vested for awards to executives and non-employee directors (Liability Awards) during
the years ended December 31, 2007, 2006, and 2005, was $1.9 million, $1.8 million, and $2.1 million,
respectively. The total fair value of shares vested for awards to key non-officer employees (Equity Awards)
during the year ended December 31, 2007, was $0.1 million. On January 1, 2008, the Company granted 21,170
shares of restricted stock and 155,400 restricted stock units to executives and other key non-officer employees.

Stock Option Related Maiters

Option awards were granted to executives with an exercise price equal to the market price of the Company’s
stock at the date of grant: those option awards generally require 3 years of continuous service and have 10-year
contractual terms. Share awards generally vest on a pro-rata basis over 3 years. No options were granted in 2006
or 2007, and the Company does not intend to issue options in 2008.

The fair value of option awards granted in prior years was estimated on the date of grant using a Black-
Scholes option valuation model. Expected volatilities were based on historical volatility of the Company’s stock
and other factors. The Company used historical data 1o estimate the expected term and forfeiture patterns of the
options. The risk-free rate for periods within the contractual life of the option was based on the U.S. Treasury
yield curve in effect at the time of grant. The following weighted average assumptions used for grants in the year
ended December 31, 2005 were used: risk-free rate of return of 4.22 percent; expected option term of 8 years;
expected volatility of 21.43 percent; and dividend yield of 4.4 percent. The weighted average fair value of
options granted in 2005 was $4.36.

A summary of the status of the Company’s stock option awards as of December 31, 2007, and changes
during the period ended December 31, 2007, follows: *

Weighted average

Aggregate
) Remaining Intrinsic
Exercise Contractual Value
Shares Price Term (years) (In millions)
Qutstanding at January 1,2007 ............... e . 1,963,985 $23.33
Granted . ... ... e e — —
Exercised . ... .. (526,015) $21.90
Forfeited orexpired . ... ... v (5,196) $21.27
Outstanding at December 31,2007 ................ ... ... 1,432,774 $23.86 50 574
Exercisable at December 31,2007 . ...... . ... . .. .. ... 1,338,775 $23.66 48 $7.2




The total intrinsic value of options exercised during the twelve months ended December 31, 2007, 2006, and
2005 was $3.6 million, $0.8 million, and $1.6 million, respectively. As of December 31, 2007, there was less
than $0.1 million of total unrecognized compensation cost related to vesting stock options. That cost is expected
to be recognized in 2008. The actual tax benefit realized for tax deductions from option exercises was
approximately $1.2 million in 2007, $0.2 million in 2006, and $0.1 million in 2005.

The Company periodically issues new shares and also from time to time repurchases shares on the open
market to satisfy share option exercises. During the twelve months ended December 31, 2007, 2006, and 2005,
the Company received value upon exercise of stock options totaling approximately $11.4 million, $3.2 million,
and $1.6 miilion, respectively. During those periods, the Company repurchased shares totaling $6.9 million in
2007 and $3.8 million in 2006. No shares were purchased on the open market in 2005. The Company does not
expect future period repurchase activity to be materially different.

1

Deferred Compensdtion Plan Matters

As discussed above, the Company has nonqualified deferred compensation pians that include an option to
invest in Company phantomn stock. The amount recorded in earnings related to the investment activities in
Vectren phantom stock associated with these plans during the years ended December 31, 2007, 2006 and 2005,
wis a cost of $0.4 million, and a benefit of $0.3 million and a cost of $1.5 million, respectively.

10. Common Shareholders’ Equity
Common Stock Offering

[n February 2007, the Company sold 4.6 million authorized but previously unissued shares of its common
stock to a group of underwriters in an SEC-registered primary offering at a price of $28.33 per share. The
transaction generated proceeds, net of underwriting discounts and commissions, of approximately $125.7 million.
The Company executed an equity forward sale agreement (equity forward) in connection with the offering, and
therefore, did not receive proceeds at the time of the equity offering. The equity forward allows the Company to
price an offering under market conditions existing at that time, and to better match the receipt of the offering
proceeds and the associated share ditution with the implemensation of regulatory initiatives, providing a return on
the new equity employed. The offering proceeds, when and if received, will be used to permanently finance
primarily electric utility capital expenditures.

In connection with the equity forward, an affiliate of one of the underwriters (the forward seller), at the
Company’s request, borrowed an egual number of shares of the Company’s common stock from institutional
stock lenders and sold those borrowed shares to the public in the primary offering. The Company will receive an
amount equal to the net proceeds from that sale, subject to certain adjustments defined in the equity forward,
upon full share settlement of the equity forward. Those adjustments defined in the equity forward include 1) daily
increases in the forward sale price based on a floating interest factor equal to the federal funds rate, less a
35 basis point fixed spread, and 2) structured quarterly decreases to the forward sale price that align with
expected Company dividend payments.

The Company may elect to settle the equity forward in shares or in cash, except in specified circumstances
or events where the counterparty to the equity forward could force a share settlement. Examples of such events
include, but are not limited to, the Company making dividend payments greater than the structured quarterly
decreases identified in the equity forward or the Company repurchasing a number of its outstanding common
shares over a specified threshold. If the Company elects to settle in shares, the maximum number of shares
deliverable by the Company is 4.6 million shares. If the Company elects to settle in cash, an affiliate of one of the
underwriters (the forward purchaser) would purchase shares in the market and return those shares to the stock
lenders. The Company will either owe or be owed funds depending upon the Company’s average share price
during the “unwind period” defined in the equity forward in relation to the equity forward's contracted price.
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Generally, if the equity forward’s contracted price is lower than average share price during the “unwind period”,
then the Company would owe cash; and if the average share price during the “unwind period” is less than the
equity forward's contracted price, the Company would receive cash. Proceeds received or paid when the equity
forward is settled will be recorded in Common Shareholders’ Equity, even if settled in cash. The equity forward
must be settled prior to February 28, 2009.

The equity forward had an initial forward price of $27.34 per share, representing the public offering price of
$28.33 per share, net of underwriting discounts and commissions. Management therefore estimated the contract
had no initial fair value. If the equity-forward had been settled by delivery of shares at December 31, 2007, the
Company would have received approximately $126.4 million based on a forward price of $27.47 for the
4.6 million shares. If the Company had elected to settle the equity forward in cash at December 31, 2007, the
Company estimates it would have paid approximately $3 million, assuming the price in the “unwind period”
approximates the trailing three month average of Vectren’s stock price. The federal funds rate was 4.50 percent
at December 31, 2007. The Company currently anticipates settling the equity forward by delivering shares.

Authorized, Reserved Common and Preferred Shares

At December 31, 2007, and 2006, the Company was authorized to issue 480.0 million shares of. common
stock and 20.0 million shares of preferred stock, Of the authorized common shares, approximately 6.3 million
shares at December 31, 2007 and 7.2 million shares at December 31, 2006, were reserved by the board of
directors for issuance through the Company’s share-based compensation plans, benefit plans, and dividend
reinvestment plan. At December 31, 2007, and 2006, there were 396.4 million and 396.7 million, respectively, of
authorized shares of common stock and all authorized shares of preferred stock, available for a variety of general
corporate purposes, including future public offerings to raise additional capital and for facilitating acquisitions.
At December 31, 2007 available authorized common shares include the 4.6 million shares related to the equity
forward. ‘

Shareholder Rights Agreement

The Company’s board of directors previously adopted a Shareholder Rights Agreement (Rights Agreement).
As part of the Rights Agreement, the board of directors declared a dividend distribution of one right for each
outstanding Vectren common share. Each right entitles the holder to purchase from Vectren one share of
common stock at a price of $65.00 per share (subject to adjustment to prevent dilution). The rights become
exercisable 10 days following a public announcement that a person or group of affiliated or associated persons
{Vectren Acquiring Person} has acquired beneficial ownership of 15 percent or more of the outstanding Vectren
common shares (or a 10 percent acquirer who is determined by the board of directors to be an adverse person), or
10 days following the announcement of an intention to make a tender offer or exchange offer, the consummation
of which would result in any person or group becoming a Vectren Acquiring Person. The Vectren Shareholder
Rights Agreement expires October 21, 2009.

11. Earnings Per Share

Basic ecarnings per share is computed by dividing net income available to common shareholders by the
weighted-average number of common shares outstanding for the period. Diluted earnings per share assumes the
conversion of stock options into common shares and settlement in shares of an equity forward contract (see Note
10), using the treasury stock method, as well as the conversion of restricted shares using the contingently issuable
shares method, to the extent the effect would be dilutive.
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The following table illustrates the basic and dilutive earnings per share calculations for the three years ended
December 31, 2007:

Year Ended December 31,
2007 2006 2005
(In millions, except per share data)
Numerator:
Numerator for basic and diluted EPS—Netincome .................... $143.1  $108.8 §136.8
Denominater:
Denominator for basic EPS—Weighted average common shares
outstanding . .. .. ... b 759 75.7 75.6
Equity forward dilutioneffect .. .. ... .. .. ... .. ... ... . P 0.1 — —
Conversion of stock options and lifting of restrictions on issued restricted
SIOCK L. 0.6 0.5 0.5
Denominator for diluted EPS—Adjusted weighted average shares
outstanding and assumed conversions outstanding ................... 76.6 76.2 76.1
Basic earnings pershare ............. ... .. 0 . . i $18 §$144 $ 1.81
Diluted earnings pershare ................ ...t '$1.87 $143 § 180

For the years ended December 31, 2007, 2006 and 2005, all options were dilutive.

12. Commitments & Contingencies
Commitments

Future minimum lease payments required under operating leases that have initial or remaining
noncancelable lease terms in excess of one year during the five years following 2007 and thereafter (in millions)
are $5.6 in 2008, $4.0 in 2009, $3.0in 2010, $1.2 in 2011, $0.6 in 2012 and $0.7 thereafter. Total lease expense
(in miltions) was $8.7 in 2007, $8.5 in 2006, and $6.1 in 2005.

Firm purchase commitments for commodities by consolidated companies total (in millions) $59.9 in 2008,
$7.1 in 2009, $2.9 in 2010, 2011 and 2012. Firm purchase commitments for utility and nonutility plant total (in
millions) $36.6 in 2008, $4.0 in 2009, and zero in 2010, 2011 and 2012.

i

Other Guarantees !

Vectren issues guarantees to third parties on behalf of its unconsolidated affiliates. Such guarantees allow
those affiliates to execute transactions on more favorable terms than the affiliate could obtain without such a
guarantee. Guarantees may include posted letters of credit, leasing guarantees, and performance guarantees. As
of December 31, 2007, guarantees issued and outstanding on behalf of unconsolidated affiliates approximated $3
million. The Company has accrued no liabilities for these guarantees as they relate to guarantees issued among
related parties, or such guarantees were executed prior to the adoption of FASB Interpretation No. 45,
“Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others.” '

In 2006, the Company issued a guarantee with an approximate $5 million maximum risk related to the
residual value of an operating lease that expires in 2011. As of December 31, 2007, Vectren Corporation has a
liability representing the fair value of that guarantee of less than $0.1 million. Liabilities accrued for, and activity
related to, product warranties are not significant.
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Legal Proceedings

The Company is party to various legal proceedings arising in the normal course of business. In the opinion
of management, there are no legal proceedings pending against the Company that are likely to have a material
adverse effect on its financial position, results of operations or cash flows.

13. Environmental Matters
Clean Air/Climate Change

In March of 2005 USEPA finalized two new air emission reduction regulations. The Clean Air Interstate
Rule (CAIR) is an allowance cap and trade program requiring further reductions in Nitrogen Oxides (NOx) and
Sulfur Dioxide (SO,) emissions from coal-burning power plants. The Clean Air Mercury Rule (CAMR) is an
allowance cap and trade program requiring further reductions in mercury emissions from coal-burning power
plants. Both sets of regulations require emission reductions in two phases. The first phase deadline for both rules
is 2010 (2009 for NOx under CAIR), and the second phase deadline for compliance with the emission reductions
required under CAIR is 2015, while the second phase deadline for compliance with the emission reduction
requirements of CAMR is 2018. However, on February 8, 2008, the US Court of Appeals for the District of
Columbia vacated the federal CAMR regulations. At this time it is uncertain how this decision will affect
Indiana’s recently finalized CAMR implementation program.

To comply with Indiana’s implementation plan of the Clean Air Act of 1990 and to further comply with
CAIR and CAMR of 2005, SIGECO has received authority from the IURC to invest in clean coal
technology. Using this authorization, SIGECQ invested approximately $258 million in Selective Catalytic
Reduction (SCR) systems at its coal fired generating stations. SCR technology is the most effective method of
reducing NOx emissions where high removal efficiencies are required. To further reduce particulate matter
emissions, the Company invested approximately $49 million in a fabric filter at its largest generating unit
(287 MW). These investments were included in rate base for purposes of determining new base rates that went
into effect on August 15, 2007, (See Note 14). Prior to being included in base rates, return on investments made
and recovery of related operating expenses were recovered through a rider mechanism. -

Further, the IURC granted SIGECO authority to invest in an SO, scrubber at its generating facility that is
jointly owned with ALCOA (the Company’s portion is 150 MW). The order, as updated with an increased
spending level, atlows SIGECO to recover an approximate 8 percent return on up to $92 million, excluding
AFUDC, in capital investments through a rider mechanism which is updated every six months for actual costs
incurred. The Company may file periodic updates with the TURC requesting modification to the spending
authority. As of December 31, 2007, the Company has invested approximately $53 million in this project. The
Company expects the SO, scrubber will be operational in 2009. At that time, operating expenses including
depreciation expense associated with the scrubber will also be recovered through a rider mechanism.

Once the SO, scrubber is operational, SIGECO’s coal fired generating fleet will be 100 percent scrubbed for
SO, and 90 percent controlled for NOx, and mercury emissions will be reduced to meet the CAMR mercury
reduction standards described in the original 2005 emission reduction regulations. The use of SCR technology
positions the Company to be in compliance with the CAIR deadlines specifying reductions in NOx emissions by
2009 and further reductions by 2015. SIGECO’s investments in scrubber, SCR and fabric filter technology
positions it to comply with more stringent mercury reduction requirements should CAMR regulations be further
modified.

If legislation requiring reductions in carbon dioxide and other greenhouse gases or mandating energy from
renewable sources is adopted, such réguiation could substantially affect both the costs and operating
characteristics of the Company’s fossil fuel generating plants and nonutility coal mining operations. At this time
and in the absence of final legislation, compliance costs and other effects associated with reductions in
greenhouse gas emissions or obtaining renewable energy sources remain uncertain.
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SIGECO is studying renewable energy alternatives, and on April 9, 2007, filed a green power rider in order
o allow cusiomers 1o purchase green power and to obtain approval of a contract 1o purchase 30 MW of power
generated by wind energy. The wind contract has been approved. Future filings with the [URC with regard to
new generation and/or further environmental compliance plans will include evalvation of potential carbon
requirements.

Environmental Remediation Efforts

In the past, Indiana Gas, SIGECQO, and others operated facilities for the manufacture of gas. Given the
availability of natural gas transported by pipelines, these facilities have not been operated for many years. Under
currently applicable environmental laws and regulations, those that operated these facilities may now be required
to take remedial action if certain contaminants are found above the regulatory thresholds at these sites.

Indiana Gas identified the existence, location, and centain general characteristics of 26 gas manufacturing
and storage sites for which it may have some remedial responsibility. Indiana Gas completed a remedial
investigation/feasibility study (RI/FS) at one of the sites ‘under an agreed order between Indiana Gas and the
IDEM, and a Record of Decision was issued by the [DEM in January 2000. Indiana Gas submitted the remainder
of the sites to the IDEM’s Voluntary Remediation Program (VRP) and is currently conducting some level of
remedial activities, including groundwater monitoring at certain sites, where deemed appropriate, and will
continue remedial activities at the sites as appropriate and necessary.

Indiana Gas accrued the estimated costs for further investigation, remediation, groundwater monitoring, and
related costs for the sites. While the total costs that may be incurred in connection with addressing these sites
cannot be determined at this time, Indiana Gas has recorded costs that it reasonably expects to incur totaling
approximately $21 million.

The estimated accrued costs are limited to Indiana Gas’ share of the remediation efforts. Indiana Gas has
arrangements in place for 19 of the 26 sites with other potentially responsible parties (PRP), which serve to limit
Indiana Gas’ share of response costs at these 19 sites to between 20 percent and 50 percent. With respect to
insurance coverage, Indiana Gas has received and recorded settlements from all known insurance carriers under
insurance policies in effect when these plants were in operation in an aggregate amount approximating $20
million.

In October 2002, SIGECO received a formal information request letter from the IDEM regarding five
manufactured gas plants that it owned and/or operated and were not enrolled in the IDEM’s VRP. In October
2003, SIGECO filed applications to enter four of the manufactured gas plant sites in IDEM's VRP. The
remaining site is currently being addressed in the VRP by another Indiana utility. SIGECO added those four sites
into the renewal of the global Voluntary Remediation Agreement that Indiana Gas has in place with IDEM for its
manufactured gas plant sites. That renewal was approved by the IDEM in February 2004. SIGECO is also named
in a lawsuit filed in federal district court in May 2007, involving another site subject to potential environmental
remediation efforts.

SIGECO has filed a declaratory judgment action against its insurance carriers seeking a judgment finding its
carriers liable under the policies for coverage of further investigation and any necessary remediation costs that
SIGECO may accrue under the VRP program and/or related to the site subject to the May 2007 lawsuit. While
the total costs that may be incurred in connection with addressing these sites cannot be determined at this time,
SIGECQ has recorded costs that it reasonably expects to incur totaling approximately $8 million. With respect to
insurance coverage, SIGECQ has received and recorded settlements from insurance carriers under insurance
policies in effect when these sites were in operation in an aggregate amount approximating the costs it expects to
incur.
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Environmental remediation costs related to Indiana Gas’ and SIGECO’s manufactured gas plants and other
sites have had no material impact on results of operations or financial condition since costs recorded to date
approximate PRP and insurance settlement recoverics, While the Company’s utilities have recorded all costs
which they presently expect to incur in connection with activities at these sites, it is possible that future events
may require some level of additional remedial activities which are not presently foreseen and those costs may not
be subject to PRP or insurance recovery.

Jacobsville Superfund Site

On July 22, 2004, the USEPA listed the Jacobsville Neighborhood Soil Contamination site in Evansville,
Indiana, on the National Priorities List under the Comprehensive Environmental Response, Compensation and
Liability Act (CERCLA). The USEPA has identified four sovrces of historic lead contamination. These four
sources shut down manufacturing operations years ago. When drawing up the boundaries for the listing, the
USEPA included a 250 acre block of properties surrounding the Jacobsville neighborhood, including Vectren's
Wagner Operations Center. Vectren’s property has not been named as a source of the lead contamination, nor
does the USEPA’s soil testing to date indicate that the Vectren property contains lead contaminated soils.
Vectren's own soil testing, completed during the construction of the Operations Center, did not indicate that the
Vectren property contains lead contaminated soils. At this time, Vectren anticipates only additional soil testing
could be requested by the USEPA at some future date.

14. Rate & Regulatory Matters
Vectren North (Indiana Gas Company, Inc.) Gas Base Rate Order Received

On February 13, 2008, the Company received an order from the [URC which approved its Vectren North
gas rate case. The order provided for a base rate increase of $16.3 million and an ROE of 10.2 percent, with an
overal] rate of return of 7.8 percent on rate base of approximately $793 million. The settlement also provides for
the recovery of $10.6 million of costs through separate cost recovery mechanisms rather than base rates.

Further, additional expenditures for a multi-year bare steel and cast iron capital replacement program will be
afforded certain accounting treatment that mitigates earnings attrition from the investment between rate
cases. The accounting treatment allows for the continuation of the accrual for allowance for funds used during
construction (AFUDC) and the deferral of depreciation expense after the projects go in service but before they
are included in base rates. To qualify for this treatment, the annual expenditures are limited to $20 million and
the treatment cannot extend beyond four years on each project.

With this order, the Company has in place for its North gas territory weather normalization, a conservation
and lost margin recovery tariff, tracking of gas cost expense related to bad debts and unaccounted for gas through
the existing gas cost adjustment mechanism, and tracking of pipeline integrity expense.

Vectren South (SIGECO) Electric Base Rate Order Received

On August 15, 2007, the Company received an order from the IURC which approved its Vectren South
electric rate case. The settlement agreement provides for an approximate $60.8 million electric rate increase to
cover the Company’s cost of system growth, maintenance, safety and reliability. The settlement provides for,
among other things: recovery of ongoing costs and deferred costs associated with the MISO; operations and
maintenance (O&M) expense increases related to managing the aging workforce, including the development of
expanded apprenticeship programs and the creation of defined training programs to ensure proper knowledge
transfer, safety and system stability; increased O&M expense necessary to maintain and improve system
reliability; benefit to customers from the sale of wholesale power by Vectren’s sharing equally with customers
any profit eamed above or below $10.5 million of wholesale power margin; recovery of and return on the
investment in past demand side management programs to help encourage conservation during peak load periods;
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timely recovery of the Company’s investment in certain new electric transmission projects that benefit the MISO
infrastructure; an overall rate of return of 7.32 percent on rate base of approximately $1,044 million and an
allowed return on equity (ROE) of 10.4 percent.

Vectren South (SIGECQO) Gas Base Rate Order Received

On August 1, 2007, the Company received an order from the I[URC which approved its Vectren South gas
rate case. The order provided for a base rate increase of $5.1 million and an ROE of 10.15 percent, with an
overali rate of return of 7.20 percent on rate base of approximately $122 million. The settlement also provides for
the recovery of $2.6 million of costs through separate cost recovery mechanisms rather than base rates.

Further, additional expenditures for a multi-year bare steel and cast iron capital replacement program will be
afforded certain accounting treatment that mitigates earnings attrition from the investment between rate
cases. The accounting trcatment allows for the continuation of the accrual for allowance for funds used during
construction (AFUDC) and the deferral of depreciation expense after the projects go in service but before they
are included in base rates. To qualify for this treatment, the annual expenditures are limited to $3 million and the
treatment cannot extend beyond three years on each project.

With this order, the company now has in place for its South gas territory weather normalization, a
conservation and lost margin recovery tariff, tracking of gas cost expense related 10 bad debts and unaccounted
for gas through the existing gas cost adjustment mechanism, and tracking of pipeline integrity expense.

Vectren Energy Delivery of Ohio, Inc. (VEDQ) Gas Base Rate Case Filing

In November 2007, the Company filed with the PUCO a request for an increase in its base rates and charges
for VEDO’s distribution business in its |7-county service area in west central Ohio. The filing indicates that an
increase in base rates of approximately $27 million is necessary to cover the ongeing cost of operating,
maintaining and expanding the approximately 5,200-mile distribution system used to serve 318,000 customers.

In addition, the Company is seeking to increase the level of the monthly service charge as well as extending
the lost margin recovery mechanism currently in place to be able to encourage customer conservation and is also
seeking approval of expanded conservation-oriented programs, such as rebate offerings on high-efficiency
natural gas appliances for existing and new home construction, to help customers lower their natural gas bills.
The Company is also secking approval of a multi-year bare steel and cast iron capital replacement program. The
Company anticipates an order from the PUCO in late 2008.

Ohio and Indiana Lost Margin Recovery/Conservation Filings

In 2005, the Company filed conservation programs and conservation adjustment trackers in Indiana and
Ohio designed to help customers conserve energy and reduce their annual gas bills. The proposed programs
would allow the Company to recover costs of promoting the conservation of natural gas through conservation
trackers that work in tandem with a lost margin recovery mechanism. These mechanisms are designed to allow
the Company to recover.the distribution portion of its rates from residential and commercial customers based on
the level of customer revenues established in each utility’s last general rate case.

Indiana

In December 2006, the IURC approved a settlement agreement that provides for a five-year energy
efficiency program. It allows the Company’s Indiana utilities to recover a majority of the costs of promoting the
conservation of natural gas through conservation trackers that work in tandem with a lost margin recovery
mechanism. The order was implemented in the North service territory in December 2006, and provides for
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recovery of 85 percent of the difference between weather normalized revenues actually collected by the
Company and the revenues approved in the Company’s most recent rate case. Energy efficiency programs began
in the North gas territory in December 2006. A similar approach regarding lost margin recovery commenced in
the South gas territory on August 1, 2007, as the new base rates went into effect, allowing for recovery of 100
percent of the difference between weather normalized revenues collected and the revenues approved in that rate
case. The recent Vectren North base rate order also allows for full recovery of the difference between weather
normalized revenues collected by the Company and the revenues provided for in that settlement, superseding the
original December 2006 order. While most expenses associated with these programs are recoverable, in the first
program year the Company incurred $0.9 million in program costs without recovery, of which $0.8 million was
expensed in 2007 and, in addition contributed $0.2 million in assets that are being depreciated over the term of
the program without recovery.

Ohio

In June 2007, the Public Utilities Commission of Ohio (PUCO) approved a settlement that provides for the
implementation of a lost margin recovery mechanism and a related conservation program for the Company’s
Ohio operations. This order confirms the guidance the PUCO previously provided in a September 2006 decision.
The conservation program, as outlined in the September 2006 PUCO order and as affirmed in this order, provides
for a two year, $2 million total conservation program to be paid by the Company, as well as a sales reconciliation
rider intended to be a recovery mechanism for the difference between the weather normalized revenues actually
collected by the Company and the revenues approved by the PUCO in the Company’s most recent rate case.
Approximately 60 percent of the Company’s Ohio customers are eligible for the conservation programs. The
Ohio Consumer Counselor (QOCC) and another intervener requested a rehearing of the June 2007 order and the
PUCO granted that request in order to have additional time to consider the merits of the request. In accordance
with accounting authorization previously provided by the PUCO, the Company began recognizing the impact of
the September 2006 order on October 1, 20086, and has recognized cumulative revenues of $4.6 million, of which
$3.3 million was recorded in 2007. The OCC appealed the PUCQ’s accounting authorization to the Chio
Supreme Court, but that appeal has been dismissed as premature pending the PUCQ’s consideration of issues
raised in the OCC’s request for rehearing. Since October 1, 2006, the Company has been ratably accruing its $2
million commitment.

MISO

Since February 2002 and with the TURC’s approval, the Company has been a member of the Midwest
Independent System Operator, Inc. (MISO), a FERC approved regional transmission organization. The MISO
serves the electrical transmission peeds of much of the Midwest and maintains operational control over the
Company's electric transmission facilities as well as that of other Midwest utilities,

On April 1, 2005, the MISO energy market commenced operation (the Day 2 energy market). As a result of
being a market participant, the Company now bids its owned generation into the Day Ahead and Real Time
markets and procures power for its retail customers at Locational Marginal Pricing (LMP) as determined by the
MISO market. The Company is typically in a net sales position with MISO and is only occasionally in a net
purchase position. Net positions are determined on an hourly basis. When the Company is a net seller such net
revenues are included in Electric Utility revenues and when the Company is a net purchaser such net purchases
are included in Cost of fuel and purchased power. The Company also receives transmission revenue that results
from other members’ use of the Company’s transmission system. These revenues are also included in Electric
Utility revenues.

Pursuant to an order from the IURC received in December 2001, certain MISO startup costs (referred to as
Day 1 costs) were deferred, and those deferred costs are now being recovered through base rates that went into
effect on August 15, 2007. On June 1, 2005, Vectren, together with three other Indiana electric utilities, received
regulatory authority from the IURC to recover fuel related costs and to defer other costs associated with the Day
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2 energy market. The order allows fuel related costs to be passed through to customers in Vectren's existing fuel
cost recovery proceedings. During 2006, the IURC reaffirmed the definition of certain costs as fuel related; the
Company is following those guidelines. Other MISO fuel related and non-fuel related administrative costs were
deferred. and those deferred costs are now being recovered through base rates that went into effect on August 15,
2007. The TURC order authorizing new base rates also provides for a tracking mechanism associated with
ongoing MISO-related costs and transmission revenues.

As a result of MISO's operational control over much of the Midwestern electric transmission grid, including
SIGECO’s transmission facilities, SIGECO’s continued ability to import power, when necessary, and export
power to the wholesale market has been, and may continue to be, impacted. Given the nature of MISO's policies
regarding use of transmission factlities, as well as ongoing FERC initiatives, and a pending Day 3 market, where
MISO plans to provide bid-based regulation and contingency operating reserve markets, it is difficult to predict
near term operational impacts. MISO has indicated that the Day 3 ancillary services market would begin in June
2008.

The need to expend capital for improvements to the transmission system, both to SIGECO’s facilities as
well as to those facilities of adjacent utilities, over the next several years is expected to be significant. The
Company will timely recover its investment in certain new electric transmission projects that benefit the MISO
infrastructure at a FERC approved rate of return,

Weather Normalization

On October 5, 2005, the TURC approved the establishment of a normal [emp'_er‘ature adjustment (NTA)
mechanism for Vectren Energy Delivery of Indiana. The OUCC had previously entéred into a settlement
agreement with Vectren Energy Delivery of Indiana providing for the NTA. The NTA affects the Company’s
Indiana regulated residential and commercial natural gas customers and should mitigate weather risk in those
customer classes during the October to April heating season. These Indiana customer classes represent
approximately 60-65 percent of the Company’s total natural gas heating load,

The NTA mechanism will mitigate volatility in distribution charges created by fluctuations in weather by
lowering customer bills when weather is colder than normal and increasing customer bills when weather is
warmer than normal. The NTA has been applied to meters read and bills rendered after October IS ,2005. Each
subsequent monthly bill for the seven-month heating season is adjusted using the NTA

The order provides that the Company will make, on a monthly basis, a commitment of $125,000 (o a
universal service fund program or other low-income assistance program for the duration of the NTA or until a
general rate case. SIGECQO's portion of its commitment ceased in August 2007, and Indiana Gas’ portion of the
commitment ceased on February 14, 2008,

Rate structures in the Company’s Indiana electric territory and Ohio gas territory do not mclude weather
normalization-type clauses.

VEDO Base Rate Increase in 2005

On April 13, 2005, the PUCO approved a $15.7 million base rate increase for VEDO’s gas distribution
business. The base rate change was implemented on April 14, 2005 and provide for the recovery of some level of
on-going costs to comply with the Pipeline Safety Improvement Act of 2002,
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Gas Cost Recovery (GCR) Audit Proceedings

In 2005, the PUCO issued an order disallowing the recovery of approximately $9.6 million of gas costs
relating to the two-year audit period ended October 2002 and in 2006, an additional $0.8 million was disallowed
related to the audit period ending October 2005. The initial audit period provided the PUCO staff its initial
review of the portfolio administration arrangement between VEDO and ProLiance. Since November 1, 2005, the
Company has used a provider other than ProLiance for these services.

Through a series of rehearings and appeals, including action by the Ohio Supreme Court in the first quarter
of 2007, the Company was required to refund $8.6 million to customers. In total, the Company has reflected $6.2
million in Cost of gas sold related to this matter, of which $1.1 million, $4.1 million, and $1.0 million were
recorded in 2007, 2005, and 2003, respectively. The impact of the disallowance includes a sharing of the ordered
refund by Vectren’s partner in ProLiance. As of December 31, 2007, all amounts have been refunded to
customers.

15. Derivatives & Other Financial Instrmﬁents
Accounting Policy for Derivatives

The Company executes derivative contracts in the normal course of operations while buying and selling
commodities to be used in operations, optimizing its generation assets, and managing risk. The Company
accounts for its derivative contracts in accordance with SFAS 133, “Accounting for Derivatives” and its related
amendments and interpretations. In most cases, SFAS 133 requires a derivative to be recorded on the balance
sheet as an asset or liability measured at its market value and that a change in the derivative’s market value be
recognized currently in earnings unless specific hedge criteria are met.

When an energy contract that is a derivative is designated and documented as a normal purchase or normal
sale, it is exempted from mark-to-market accounting. Otherwise, energy contracts and financial contracts that are
derivatives are recorded at market value as current or noncurrent assets or iiabilities depending on their value and
on when the contracts are expected to be settled. Contracts with counter-parties subject to master netting
arrangements are presented net in the Consolidated Balance Sheets. The offset resulting from carrying the
derivative at fair value on the balance sheet is charged to earnings unless it qualifies as a hedge or is subject to
SFAS 71. When hedge accounting is appropriate, the Company assesses and documents hedging relationships
between the derivative contract and underlying risks as well as its risk management objectives and anticipated
effectiveness. When the hedging relationship is highly effective, derivatives are designated as hedges. The
market value of the effective portion of the hedge is marked to market in accumulated other comprehensive
income for cash flow hedges. Ineffective portions of hedging arrangements are marked-to-market through
earnings. For fair value hedges, both the derivative and the underlying are marked to market through earnings.
The offset to contracts affected by SFAS 71 are marked-to-market as a regulatory asset or hability. Market value
for derivative contracts is determined using quoted market prices from independent sources. Following is a more
detailed discussion of the Company’s use of mark-to-market accounting in five primary areas: asset optimization,
synfuels risk management, SO, emission allowance risk management, natural gas procurement, and interest rate
risk management.

Asset Optimization

Periodically, generation capacity is in excess of that needed to serve native load and firm wholesale
customers. The Company markets this unutilized capacity to optimize the return on its owned generation assets.
These optimization strategies involve the sale of excess generation into the MISO day ahead and real-time
markets. As part of these strategies, the Company may execute energy contracts that are integrated with portfolio
requirernents around power supply and delivery and are short-term purchase and sale transactions that expose the
Company to limited market risk. Asset optimization contracts that are derivatives are recorded at market value.
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At December 31, 2007 and 2006, no asset optimization derivative contracts were outstanding. The proceeds
received and paid upon settlement of both purchase and sale contracis along with changes in market value of
open contracts that are derivatives are recorded in Electric Utility revenues. Net revenues from asset optimization
activities 1otaled $39.8 million in 2007, $29.8 million in 2006 and $38.0 million in 2005.

Synfuel Risk Management

As discussed in Note 3, the Company’s synfuel operations were exposed to commodity price risk associatéd
with oil. The Company executed derivative instruments designed to limit the effects of a phase out of synfuel tax
credits and other risks. During 2006 the Company purchased contracts with a notional amount of 0.5 million
barrels to mitigate 2006 risks. All contracts were settled in 2006 at a loss of $5.3 million, which is recorded in
Other-net. In 2006, the Company also purchased contracts with a notional amount of 2.8 million barrels to
mitigate 2007 phase out risk and other risks. The mark to market loss associated with these contracts totaled $2.5
million in 2006 and was also reflected in Other-net. In 2007, these contracts increased income $13.4 million, all
of which was a realized gain. The fair value of those contracts, which was recorded in Prepayments and other
current assets, totaled $22.8 million and $11.2 million as of December 3i, 2007 and 2006, respectively. The
pretax impact of an insurance contract rejated to synfuels was a loss of $0.3 million in 2007, earnings of $3.1
millicn in 2006 and a loss of $1.9 million in 2005. These results are also recorded in Other, net. As of
December 31, 2006, the fair value of the insurance contract, which is included in Prepayments and other current
assets, totaled $4.4 million and was received in 2007.

S5O, Emission Allowance Risk Management

The Company’s wholesale power marketing operations are exposed to price risk associated with SO,
emission allowances. To mitigate this risk, the Company executed call options to hedge wholesale emission
allowance utilization in future periods. The Company designated and documented these derivatives as cash flow
hedges. At December 31, 2007, a deferred gain of approximately $0.7 million remains in accumulated
comprehensive income related to these call options which will be recognized in earnings as emission allowances
are utilized. Hedge ineffectiveness totaled $0.2 million of expense in 2006 and $0.8 million of expense in 2005,
No 80, emission allowance hedges are outstanding as of December 31, 2007.

Natural Gas Procurement Activity

The Company’s regulated operations have limited exposure to commodity price risk for purchases and sales
of natural gas and electricity for retail customers due to current Indiana and Ohio regulations which, subject to
compliance with those repulations, allow for recovery of such purchases through natural gas and fuel cost
adjustment mechanisms. Although Vectren's regulated operations are exposed to limited commodity price risk,
volatile natural gas prices can result in higher working capital requirements, increased expenses including
unrecoverable interest costs, uncollectible accounts expense, and unaccounted for gas, and some level of price-
sensitive reduction in volumes sold. The Company may mitigate these risks by using derivative contracts. These
contracts are subject to regulation which allows for reasonable and prudent hedging costs to be recovered through
rates, When regulation is involved, SFAS 71 controls when the offset to mark-to-market accounting is recognized
in earnings.

The Company’s wholly owned gas retail operations also mitigate price risk associated with forecasted
natural gas purchases by using derivatives. These nonregulated gas retail operations may also from time-to-time
execute weather derivatives to mitigate extreme weather affecting unregulated gas retail sales.

At December 31, 2007 and 2006, the market values of these contracts and the book value of weather
contracts were not significant.
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Interest Rate Management

The Company is exposed to interest rate risk associated with its borrowing arrangements. Its risk
management program seeks to reduce the potentially adverse effects that market volatility may have on interest
expense. The Company has used interest rate swaps and treasury locks to hedge forecasted debt issuances and
other interest rate swaps to manage interest rate exposure.

Interest rate swaps hedging the fair value of a planned VUHI debt issuance in 2008 with a total notional
amount of $80.0 million are outstanding. The fair value liability associated with those swaps was $8.9 million at
December 31, 2007. At December 31, 2006, interest rate swaps hedging the fair value of fixed-rate debt with a
total notional amount of $17.5 million were outstanding, and the fair value liability associated with those swaps
was $0.3 million. Related to derivative instruments associated with completed debts issuances, an approximate
$2.2 million net regulatory liability remains at December 31, 2007. Of that net liability, $0.6 million will be
reclassified to earnings in 2008, $0.6 million was reclassified to earnings in 2007, and $0.7 miliion was
reclassified to earnings during 2006.

Fair Value of Other Financial Instruments

The carrying values and estimated fair values of the Company’s other financial instruments follow:

v

At December 31,

2007 2006
Carrying  Est. Fair  Carrying  Est. Fair
Amount Value Amount Value
(In millions)
Long-termdebt ........ ... . ... . . $1,249.0 $1,236.6 $1,256.3 $1,276.2
Short-term borrowings & notespayable . ...................... 557.0 5570 . 4648 464.8

Certain methods and assumptions must be used to estimate the fair value of financial instruments, The fair
value of the Company’s long-term debt was estimated based on the quoted market prices for the same or similar
issues or on the current rates offered to the Company for instruments with similar characteristics. Because of the
maturity dates and variable interest rates of short-term borrowings, its carrying amount,approximates its fair
value.

Under current regulatory treatment, call premiums on reacquisition of long-term debt are generally
recovered in customer rates over the life of the refunding issue or over a 15-year period. Accordingly, any
reacquisition would not be expected to have a material effect on the Company’s results of operations.

Periodically, the Company tests its cost method investments and notes receivable for impairment which may
require their fair value to be estimated. Because of the customized nature of these investments and lack of a
readily available market, it is not practical 1o estimate the fair value of these financial instruments at specific
dates without considerable effort and costs. At December 31, 2007 and 2006, the fair value for these financial
instruments was not estimated. '

16. Segment Reporting

The Company segregates its operations into three groups 1) Utility Group, 2) Nonutlllty Group, and 3)
Corporate and Other.

The Utility Group is comprised of Vectren Utility Holdings, Inc.’s operations, which consist of the
Company’s regulated operations and other operations that provide information technology and other support
services to those regulated operations. The Company segregates its regulated operations into a Gas Utility
Services operating segment and an Electric Utility Services operating segment. The Gas Utility Services segment
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provides natural gas distribution and transportation services to nearly two-thirds of Indiana and to west central
Chio. The Electric Utility Services segment provides electric distribution services primarily to southwestern
Indiana, and includes the Company’s power generating and wholesale marketing operations. The Company
manages its regulated operations as separated between Energy Delivery, which includes the gas and electric
transmission and distribution functions, and Power Supply, which includes the power generating and asset
optimization operations. In total, regulated operations supply natural gas and for electricity to over one million
customers. In total, the Utility Group has three operating segments as defined by SFAS 131 “Disclosure About
Segments of an Enterprise and Related Information™ (SFAS 131),

The Nenutility Group is comprised of one operating segment as defined by SFAS 131 that includes various
subsidiaries and affiliates investing in energy marketing and services, coal mining, and energy infrastructure
services, among other energy-related opportunities. The Nonutility Group includes all amounts reported in Equity
in earnings of unconsolidated affiliates disclosed on the statement of operations and all investments disclosed on
the Statement of Cash Flows. For the periods presented, all earnings from and investments in equity method
investees are in the Nonutility Group operating segment.

Corporate and Other includes unallocated corporate expenses such as advertising and charitable
contributions, among other activities, that benefit the Company’s other operating segments. Net income is the
measure of profitability used by management for all operations. Information related to the Company’s business
segments is summarized below:

Year Ended December 31,
2007 2006 2005
{(In milions)

Revenues
Utility Group
Gas Utility Services ... ... i et $1,269.4 $172325 $1,359.7
Electric Utility Services ....... ... i iuiiniin s 487.9 42272 421.4
Other Operations ... .. ......ormun e, 40.4 36.6 36.1
Elminations ... ... ... e (38.7) (34.8) (35.4)
Total Utility Group .. ..o i 1,759.0 16565 1,781.8
Nonutility Group .. .. ..o i i e 643.4 503.2 3443
ElmInations . ...ttt e e e (120.5) (118.1) (98.1)
Consolidated ReVEIUES . . .. . ottt e e e e e e e $2,281.9 §$2,041.6 $2,028.0
Profitability Measures—Net Income
Gas Utility Services .. .. ..ot e $ 417 § 415 § 347
Electric Utility Services .......... ... . iiiiiiiniinaan. 52.6 41.6 504
Other Operations . ....... ... ittt 12.2 83 10.0
Utility Group Netlncome ............ . ... ... ..co.... 106.5 o9t4 95.1
Nonutility Group NetIncome .. ....... ... ... .. ... .. .....o... 370 18.1 48.2
Corporate & Other Net Loss ... ... oo, 0.4) {0.7) (6.5)
Consolidated NetIncome ........... ... ... iiiiiiiaa... $ 1431 § 1088 $ 1368
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Year Ended December 31,
2007 2006 2005
(In millions)

Amounts Included in Profitability Measures
Depreciation & Amortization

Utility Group
Gas Utility Services ........ ..ttt iiiiee i rnnas $706 $676 % 649
Electric Utility Services .. ........ ... .. .coviiiii i, 66.0 61.8 56.9
Other Operations . .. .. ... .. i i it it i aens 21.8 219 19.5
Total Utility Group . .. ...« i 1584 1513 1413
Nonutility Group .. ..o e 26.4 21.0 16.0
Corporate & Other . ... . . ... — — 0.9
Consolidated Depreciation & AMOMZAtion . .. ..ooovivianvnneneenennnn. $184.8 $172.3 $158.2
Interest Expense
Utility Group
Gas Utility Services ... . .v vttt iint it ieiinieeenans $398 § 407 § 402
Electric Utility Services ................., e e 296 28.6 23.7
Other Operations ......... ... i i it iaaaananeenns 11.2 8.2 6.0
Total Utility Group . .. .. ... . i e 80.6 7.5 69.9
Nonutility Group .. ..ot it a e et e e e e i 21.9 20.0 14.6
Corporate & Other . ... .. . i (1.5) (1.9) (0.6)
Consolidated Interest Expense .. ... ... ... .. . ... .. 31010 § 956 83.9
Income Taxes
Utility Group
Gas Utility Services ... it i e $332 §226 § 223
Electric Utility Services ........ ... ... ... i 38.0 253 33.5
Other Operations .. ........ .. it et (4.5) (0.2) 1.7
Total Utility Group . ... .. ..o 66.7 47.7 57.5
Nonutility Group . ... . e 10.5 (17.6) 9.9
Corporate & Other . .. ... i ittt i e (1.2) 0.2 3.5
Consolidated Income Taxes . ... ..ooiieiiieeiii i ieiiaeannnn. $ 760 %303 3% 441
Capital Expenditures
Utility Group
Gas Utility Services ...ttt $1289 $ 768 § 81.0
Electric Utility Services ... ... ... . . . . i, 1347 1568 1000
Other Operations .. ....... ... iitiitii i et 364 24.8 29.9
Non-cash costs & changesinaccruals ................... ... ........ (0.2) (11.8) 36
Total Utility Group . . . ... ..o e e 2998 2466 2145
Nonutility Group . ... e 347 34.8 17.1
Consolidated Capital Expenditures .... ... ... . ....................... $334.5 $2814 8231.6
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At December 31,
2007 2006
(In millions)

Assets
Utility Group
Gas Utility Services ... ... i e $22874 $19536
Electric Utility Services .. ....... ... i i 1,369.2 1,277.6
Other Operations .. .......oo it e e 2,229.7 225.9
ElNMINations . ... ... i e (2,242.6) (16.3)
Total Utility Group . ....... o e 3,643.7 34408
Nonutility Group . ... i e i 704.1 639.7
Corporate & Other . ... ... i e et ei e 407.0 466.7
Blminations . . ..ottt e e e e s (458.3) (455.6)
Consolidated ASSets . ... ... . e $42964 $4,001.6

17. Additional Operational & Balance Sheet Information
Prepayments and other current assets in the Consolidated Balance Sheets consist of the following:

At December 31,
2007 2006
(In millions)
Prepaid gas delivery service .. ... ... . e e $652 %662
Deferred INCOMe taXeS . . ... . ittt ittt et et i e 299 36
Synfuels related derivatives ... ... ... . e 228 15.6
Prepaid LaXeS . ... e e 9.8 12.3
Utilicom receivable—current ... .. .. ... e — 44.6
Other prepayments & Current @sSelS ... ... uu 'ttt et e ittt e eenainneeeeanns 328 304
Total prepayments & other currentassets .. ... ... . ... ... ....c00iiiiiinnnn. $160.5 $172.7
Accrued liabilities in the Consolidated Balance Sheets consist of the following:
At December 31,
2007 2006
(In millions)
Refunds to customers & customer deposits .. ......... ... ... i i $437 § 430
ACCTUBd taXES ..ot e e 342 316
AcCrued IMIETESE . . . .ottt e 17.4 16.8
Asset retirement obligation . ... .. ... e e 9.5 —
Accrued salaries & other ... ... ... . e e 67.0 558
Total accrued liabilities . . ............ ... ... . .. $171.8 $147.2

Equity in earnings of unconsolidated affiliates in the Consolidated Statements of Income consists of the
following:

Year Ended December 31,
2007 2006 2005
{In millions)

ProLiance Holdings , LLC .. ... ... . it e e n $410 $353 §$524
Haddinton Energy Partners, LP ... ... .. .. . . . . i 0.2) 0.3 7.7
Pace Carbon Synfuels, LP .. ... ... (20.0) (17.8) (15.7)
Other . L e e 2.1 (0.8) 1.2
Total equity in earnings of unconsolidated affiliates ................... .. $229 $17.0 $456

H-49




Other—net in the Consolidated Statements of Income consists of the following:

Year Ended December 31,
2007 2006 2005
(In millions}

AFUDC & capitaliZed INEIESE .o\ i v vere ettt e ettt eeee s $63 § 53 $25
B3 1e] Gt D 1oL v 1 = 2.9 4.0 38
Synfuel-related activily . .. .. e e 234 (114 (1.9
Broadband charges ... .. .. o e e 0.1 (1.9 (L.
Al Other INCOMIE . . e 4.1 1.3 2.9
Total other—Iet . . ... ... e e e $36.8 % (2.7) $6.2

18. Quarterly Financial Data (Unaudited)

Information in any cone quarterly period is not indicative of annual results due to the seasonal variations
common to the Company’s utility operations. Summarized quarterly financial data for 2007 and 2006 follows:

o Q2 Q3 Q4

(In millions, except per share amounts)

2007
Operating teVENUES . .. ...\ttt et $834.0 $421.7 $3814 $644.8
Operating income .. ...... ..ttt iiiian e 95.6 39.7 45.1 80.1
NELINCOME ... i i e et 70.1 16.0 17.1 399
Earnings per share:
Basic ... ... $092 %021 $023 %053
Diluted .. ... 0.92 0.21 0.22 0.52
2006
Operating TeVENUES . . ...\ttt ittt iiinnn.. $774.5 $317.5 $3405 $609.1
Operating INCOIME .. ..ottt ittt et e e iee e 91.5 28.5 284 72.1
Netincome ....... ...t 57.6 43 12.0 349
Earnings per share:
BaSIC .. 3076 $006 %016 $ 046
Diluted ... 0.76 0.06 0.16 0.45

19. Impact of Recently Issued Accounting Guidance
SFAS No. 157

In September 2006. the FASB issued SFAS No. 157, “Fair Value Measurements” (SFAS 157). SFAS 157
defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles
(GAAP), and expands disclosures about fair value measurements. This statement does not require any new fair
value measurements; however, the standard will impact how other fair value based GAAP is applied. SFAS 157
is effective for financial statements issued for fiscal years beginning after November 15, 2007. However, in
December 2007, the FASB issued proposed FSP FAS 157-b which would delay the effective date of SFAS 157
for all nonfinancial assets and nonfinancial liabilities, except those that are recognized or disclosed at fair value
in the financial statements on a recurring basis (at least annually). This proposed FSP partially defers the
effective date of Statement 157 to fiscal years beginning after November 15, 2008, and interim periods within
those fiscal years for items within the scope of this FSP. The Company will adopt SFAS 157 on January 1, 2008,
except as it applies to those nonfinancial assets and nonfinancial liabilities as noted in proposed FSP FAS 157-b.
The partial adoption of SFAS 157 will not have a material impact on the Company’s financial position, results of
operations or cash flows.
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SFAS 159

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities—Including an Amendment of FASB Statement No. 115 (SFAS 159). SFAS 159 permits
entities to measure many financial instruments and certain other items at fair value. Items eligible for the fair
value measurement option include: financial assets and financial liabilities with certain exceptions; firm
commitments. that would otherwise not_be recognized at inception and that involve only financial instruments;
nonfinancial insurance contracts and warranties.that the insurer can settle by paying a third party to provide those
goods or services; and host financial instruments resulting from separation of an embedded financial derivative
instrument from a nonfinancial hybrid instrument. The fair value option may be applied instrument by
instrument, with few exceptions, is an if‘revocab'lq election and is applied only to entire instruments. SFAS 159 is
effective as of the beginning of an entity’s first fiscal year that begins after November 15, 2007. The Company
will adopt SFAS 159 on January 1, 2008, and does not expect that adoption will have a material impact on its
financial statements and results of operations. ~ ' )

SFAS 141 (Revised 2007)

In December iOO?, the FASB issued SFAS 141, Business Combinations (SFAS 141). SFAS 141 establishes
principles and requirements for how the acquirer of an entity (1) recognizes and measures the identifiable assets
acquired, the liabilities assumed, and any Noacontrolling interest in the acquiree (2) recognizes and measures
acquired goodwill or a bargain purchase gain-and (3) determines what information to disclose in its financial
statements in order to enable users 1o assess the nature and financial effects of the business combination.
SFAS 141 applies to all transactions or other events in which one entity acquires control of one or more
businesses and applies to all business entities. SFAS 141 applies prospectively to business combinations with an
acquisition date on or after the beginning of the first annual reporting period beginning on or after December 15,
2008. Early adoption is not permitted. The Company will adopt SFAS 141 on January 1, 2009, and because the
provisions of this standard are applied prospectively. the impact to the Company cannot be determined until the
transactions occur.

SFAS 160

In December 2007, the FASB issued SFAS 160, Noncontrolling Interests in Consolidated Financial
Statements-an Amendment of ARB No. 51 (SFAS 160). SFAS 160 establishes accounting and reporting
standards that require that the ownership percentages in subsidiaries held by parties other than the parent be
clearly identified, labeled, and presented separately from the parent’s equity in the equity section of the
consolidated balance sheet; the amount of consolidated net income attributable to the parent and the
noncontrolling interest to be clearly identified and presented on the face of the consolidated income statement;
that changes in the parents ownership interest while it retains control over its subsidiary be accounted for
consistently; that when a subsidiary is deconsolidated, any retained noncontrolling equity investment be initially
measured at fair value; and that sufficient disclosure is made to clearly identify and distingnish between the
interests of the parent and the noncontrolling owners. SFAS 160 applies to all entities that prepare consolidated
financial statements, except for non-profit entities. SFAS 160 is effective for fiscal years beginning after
December 31, 2008. Early adoption is not permitted. The Company will adopt SFAS 160 on January |, 2009, and
is currently assessing the impact this statement will have on its financial statements and resulis of operations.

H-51




SELECTED FINANCIAL DATA

The following selected financial data is derived from the Company’s audited consclidated financial
statements and should be read in conjunction with those financial statements and notes thereto contained in this
Form 10-K.

Year Ended December 31,
2007 2006 2005 2004 2003
{In millions, except per share data)

Operating Data;:
Operating revenues . ...........ceeveevvennnnnnnnn $2,281.9 $2,041.6 $2,0280 $1,68%.8 $1,587.7
Operaling inCome .........vvviiurrnneeeneninnnn. $ 2605 $ 2205 $ 2131 $ 1995 $ 196.0
NetinCome .. ..vtiniiit e et $ 1431 $ 1088 $ 1368 § 1079 $ 111.2
Average common shares outstanding ................ 75.9 75.7 75.6 75.6. 70.6
Fully diluted common shares outstanding . . ........... 76.6 76.2 76.1 75.9 70.8
Basic earnings per share on common stock ........... $ 18 $ 144 § 181 % 143 § 158
Diluted earnings per share on common stock .......... $ 187 § 143 % 18 § 142 § 157
Dividends per share on commonstock ............... $§ 127 $ 123 % 119 % 115 & 111
Balance Sheet Data:
Total assets . .......oviiieet ... $4,296.4 34,0916 $3,868.1 $3,5869 $3,3534
Long-termdebt, net ..ot ... $1,2454 $1,208.0 $1,198.0 $1,016.6 $1,072.8
Redeemable preferred stock ....................... 5 — % — & — & 01 & 02
Common shareholders’ equity ..................... $1,233.7 $1,174.2 81,1433 31,0948 $1,071.7
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND
FINANCIAL CONDITION

In this discussion and analysis, the Company analyzes contributions to consolidated earnings from its Utility
Group and Nonutility Group separately since each operate independently requiring distinct competencies and
business strategies, offers different energy and energy related products and services, and experiences different
opportunities and risks. Nonutility Group operations are discussed below as primary operations, other operations,
and synfuel-related results. Primary nonutility operations denote areas of management’s forward looking focus.
Tax laws authorizing tax credits for the production of certain synthetic fuels expired on December 31, 2007, and
should not have a material impact on future results.

Per share earmings contributions of the Utility Group, Nonutility Group, and Corporate and Other are
presented. Such per share amounts are based on the earnings contribution of each group included in Vectren’s
consolidated results divided by Vectren’s basic average shares outstanding during the period. The earnings per
share of the groups do not represent a direct legal interest in the assets and Jiabilities allocated to the groups, but
rather represent a direct equity interest in Vectren Corporation’s assets and liabilities as a whole. .

The Utility Group generates revenue primarily from the delivery of natural gas and electric service to its
customers. The primary source of cash flow for the Utility Group results from the collection of customer bills
and the payment for goods and services procured for the delivery of gas and electric services. The activities of
and revenues and cash flows generated by the Nonutility Group are closely linked to the utility industry, and the
results of those operations are generally impacted by factors similar to those impacting the overall utility
industry. In addition, there are other operations, referred to herein as Corporate and Other, that include
unallocated corporate expenses such as advertising and charitable contributions, among other activities.

The Company has in place a disclosure committee that consists of senior management as well as financial
management. The commiltee is actively involved in the preparation and review of the Company’s SEC filings.

The following discussion and analysis should be read in conjunction with the consolidated financial

statements and notes thereto.

Executive Summary of Consolidated Results of Operations

Year Ended December 31, .

2007 2006 2005
(In millions, except per share data)
NELIMCOME . . o\ttt et e et $143.1 $108.8 $136.8
Attributed to: .
Utility Group . . ... e e 51065 $ 914 $ 95
Nonutility Group . ...t i 370 18.1 48.2
Corporate & Other .. ... ... i 0.4) 0.7 (6.5)
Basiceammingspershare ...... ... . .. ... ... . 518 §$144 § 181
Attributed to:
Utility Group . ..o i $140 $ 121 %126
Nonutility Group . ... i e 0.49 0.24 0.64
Corporate & Other ..................... P — 0.01)  (0.09)
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Results

For the year ended December 31, 2007, reported earnings were $143.1 million, or $1.89 per share,
compared to $108.8 million, or $1.44 per share in 2006, and $136.8 miilion, or $1.81 per share, in 2005, The
increase in 2007 earnings compared to 2006 is primarily attributable to higher gas and electric utility margins and
increased earnings from the sale of wholesale power. Results also reflect increased earnings from the Company’s
nonutility operations, primarily Energy Infrastructure Services, and increased synfuel-related results. The decline
in 2006 resuits compared to 2005 is primarily attributable to a decline in synfuel-related results, a charge related
to the settlement of a lawsuit involving ProLiance Holdings, LLC (ProLiance), and lower wholesale power
marketing margins. A

Utility Group

In 2007, the Utility Group’s earnings were $106.5 million compared to $91.4 million in 2006. The increase
resulted from base rate increases in the Vectren South service territory, the combined impact of residential and
commercial usage and lost margin recovery, favorable weather, and increased wholesale power marketing
margins. The increase was offset somewhat by increased operating costs including depreciation expense and a
lower effective tax rate in 2006,

In 2006 compared to 2003, the decline in Utility Group earnings is primarily the result of lower wholesale
power marketing margins as well as declines in customer usage, higher depreciation and interest costs. The
decline was mitigated somewhat by the implementation of regulatory initiatives noted above, the impact of a
lower effective tax rate, and a gain I’cahzed on the sale of a storage asset.

In the Company’s electric and Ohio natural gas service territories which are not protected by weather
normalization mechanisms, management estimates the 2007 margin impact of weather experienced to be $5.5
miltion favorable compared to 30-year normal temperatures, or $0.04 on a per share basis. In 2006 and 2005
weather across all utilities was unfavorable compared to 30-year normal temperatures. Management estimates the
effect of weather compared 1o normal was unfavorable $0.06 per share in 2006 and unfavorable $0.04 per share
in 2005. The 2007 and 2006 weather effect is net of normal temperature adjustment (NTA) mechanism impacts.
The NTA was implemented in the Company’s Indiana natural gas service territories in the fourth quarter of 2003.

Nonutility Group

The Nonutility Group’s 2007 earnings were $37.0 million compared to $18.1 million in 2006 and 348.2
million in 2006. The Company’s primary nonutility operations contributed earnings of $33.7 million in 2007
compared to $24.5 million in 2006 and $35.3 million in 2005. Primary nonutility operations are Energy
Marketing and Services companies, Coal Mining operations, and Energy Infrastructure Services companies.

Primary nonutility group results increased $9.2 million, or $0.12 per share. The increase was primarily
attributable to higher Miller Pipeline (Miller) earnings and the unfavorable impact of the ProLiance litigation
settlement recorded in the fourth quarter of 2006. The increased contribution from Miller of $3.8 million is due
largely to more large gas construction projects, pricing increases, and Vectren’s 100 percent ownership of Miller
in 2007. Earnings from Energy Systems Group and retail gas marketing operations were also favorable year over
year. Operating earnings from ProLiance were down year over year by $2.0 million as the favorable impact of
their increased storage capacity was more than offset by lower volatility in the wholesale natural gas markets.
Coal Mining earnings were $2.0 million in 2007 compared to $5.0 millien in 2006 primarily due to compliance
with new Mine Safety and Health Administration (MSHA) seal and safety guidelines and the associated lost
production and higher sulfur content from coal mined under the revised mining plan,

Primary nonutility business earnings decreased $10.8 million in 2006 compared to 2005. Earnings from

ProLiance decreased $12.8 million year over year due largely to the $6.6 million legal settlement. In addition,
ProLiance achieved record earnings in 2005 due to larger spreads between financial and physical markets, which
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resulted from market disruptions caused by Gulf Coast hurricanes. Energy Infrastructure Services companies,
which include Energy Systems Group and Miller Pipeline contributed additional earnings of $3.4 million and
$1.3 million respectively and offset lower earnings from Vectren Source and Coal Mining operations.

Results from other nonutility businesses, which were earnings of $0.3 million in 2007, losses of $1.1 million
in 2006, and income of $1.2 million in 2005, were primarily impacted by the Company’s broadband investments
and its investment in Haddington Energy Partners. In 2006, the Company sold its investment in SIGECOM, LLC
at a loss of approximately $1.3 million after tax. In 2005, Haddington’s results include a $3.9 million after tax
gain on the sale of an investment.

In 2007, the last year of synfuel operations, synfuel-related results generated earnings of $6.8 million. Of
those earnings, which do not continue in 2008 and beyond, $3.8 million ($5.8 million on a pre tax basis) was
contributed to the Vectren Foundation. Net of that contribution, synfuel-related results were $3.0 million, or
$0.04 per share, in 2007, compared to a loss of $5.3 million, or $0.07 per share, in 2006 and earnings of $11.7
million or $0.15 per share in 2005. In 2006, synfuel-related activity includes a $5.7 million after tax impairment
charge related to the Company’s investment in Pace Carbon Synfuels LP. The Foundation contribution is
included in Other operating expenses in the Consolidated Statements of Income.

Other Operations

Corporate and Other reported a loss of $0.09 per share in 2005 due principally to a $6.5 million, or $4.2
million after tax, contribution to the Vectren Foundation, which is also recorded in Other operating expenses.

Dividends

Dividends declared for the year ended December 31, 2007 were $1.27 per share compared to $1.23 in 2006
and $1.19 per share in 2005. In October 2007, the Company’s board of directors increased its quarterly dividend
to $0.325 per share from $0.315 per share. The increase marks the 48% consecutive year Vectren and predecessor
companies’ have increased annual dividends paid.

Detailed Discussion of Results of Operations

Following is a more detailed discussion of the results of operations of the Company’s Utility and Nonutility
operations, The detailed results of operations for these operations are presented and analyzed before the
reclassification and elimination of certain intersegment transactions necessary to consolidate those results into
the Company’s Consolidated Statements of Income.
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Results of Qperations of the Utility Group

The Utility Group is comprised of Utility Holdings™ operations. The operations of the Utility Group consist
of the Company’s regulated operations and other operations that provide information technology and other
support services to those regulated operations. The Company segregates its regulated operations into a Gas
Utility Services operating segment and an Electric Utility Services operating segment. The Gas Utility Services
segment includes the operations of Indiana Gas, the Ohio operations, and SIGECO’s natural gas distribution
business and provides natural gas distribution and transportation services to nearly two-thirds of Indiana and to
west central Ohio. The Electric Utility Services segment includes the operations of SIGECO’s electric
transmission and distribution services, which provides electric distribution services primarily to southwestern
Indiana, and the Company’s power generating and asset optimization operations. In total, these regulated
operations supply natural gas and/or electricity to over one million customers. Utility operating results before
certain intersegment eliminations and reclassifications for the years ended December 31, 2007, 2006, and 2005,
follow:

Year Ended December 31,
2007 2006 2005
(In millions, except per share data)

OPERATING REVENUES

Gas Wity ... e $1,269.4 $1232.5 $1,359.7
Electric utility .. ...... .. e 4879 4222 % 4214
OIRET e . 7 1.8 8 07
Total operatingrevenues ....................... . .......... 1,759.0 1,656.5 1,781.8
OPERATING EXPENSES
Costof gassold . ... .. i e e 847.2 841.5 973.3
Cost of fuel & purchasedpower ........................ e 174.8 151.5 144.1
Other operating . ... ... . it e 266.1 239.0 2413
Depreciation & amyortization ... ... ... ... ... . i, 158.4 151.3 141.3
Taxes other than income taxes ............. ... i eianarronn. 68.1 64.2 65.2
Tolal operating eXpenses ... ...t s 1,5146 14475 15652
OPERATINGINCOME . ...... ... i, "244.4 209.0 216.6
Other income—net .. ... .t it i e 94 7.6 59
Interestexpense ...............cooveuan.. e e 80.6 77.5 69.9
INCOME BEFORE INCOME TAXES ...................... e 173.2 139.1 152.6
INCOmME taXes ... e e 66.7 47.7 57.5
NET INCOME .. et e $ 1065 $ 914 § 951
CONTRIBUTION TO VECTREN BASICEPS . ... ... .............. $ 140 $ 121 $ 1.26

Significant Fluctuations
Utility Group Margin

Throughout this discussion, the terms Gas Utility margin and Electric Utility margin are used. Gas Utility
margin is calculated as Gas Utility revenues less the Cost of gas. Electric Utility margin is calculated as Electric
Utility revenues less Cost of fuel & purchased power. These measures exclude Other operating expenses,
Depreciation and amortization, and Taxes other than income taxes, which are included in the calculation of
operating income. The Company believes Gas Utility and Electric Utility margins are better indicators of relative
contribution than revenues since gas prices and fuel costs can be volatile and are generally collected on a
dollar-for-dollar basis from customers.
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Sales of natural gas and electricity to residential and commercial customers are seasonal and are impacted
by weather. Trends in average use among natural gas residential and commercial customers have tended to
decline in recent years as more efficient appliances and furnaces are installed and the price of natural gas has
increased. Normal temperature adjustment {(NTA) and lost margin recovery mechanisms largely mitigate the
effect on Gas Utility margin that would otherwise be caused by variations in volumes sold due to weather and
changing consumption patterns. Indiana Gas’ territory has both an NTA since 2005 and lost margin recovery
since December 2006. SIGECO’s natural gas territory has an NTA since 2005, and lost margin recovery began
when new base rates went into effect August 1, 2007. The Ohio service territory has lost margin recovery since
October 2006, but does not have an NTA mechanism. SIGECQ’s electric service territory does not have an NTA
mechanism but has recovery of past demand side management costs.

Gas and electric margin generated from sales to large customers (generally industrial and other contract
customers) is primarily impacted by overall ecanomic conditions. Margin is also impacted by the collection of
state mandated taxes, which fluctuate with gas and fuel costs, as well as other tracked expenses. Expenses subject
to tracking mechanisms include Ohio bad debts and percent of income payment plan expenses, Indiana gas
pipeline integrity management costs, and costs to fund Indiana energy efficiency programs. Certain operating
costs associated with operating environmental compliance equipment were also tracked prior to their recovery in
base rates that went into effect on August 15, 2007. The August SIGECO rate orders also provide for the tracking
of MISO revenues and costs, as well as the gas cost component of bad debt expense and unaccounted for gas.
Electric generating asset oplimization activities are primarily affected by market conditions, the level of excess
generating capacity, and electric transmission availability. Following is a discussion and analysis of margin
generated from regulated utility operations.

Gas Utility margin { Gas Utility revenues less Cost of gas sold)

Gas Utility margin and throughput by customer type follows:

Year Ended December 31,

2007 2006 2005
(In millions)
Gas UtlItY TEVEIUES . . .. oottt ittt $1,2694 $12325 $1,359.7
Costofgassold ...... ... i i e 847.2 8415 9733
Total gasutility margin . . ................ .. iiiiiiinnae. $ 4222 $ 3910 § 3864
Margin attributed to:
Residential & commercial CUSIOMErS . ...t eii i $ 357t % 3302 § 3332
Industrial CUSTIOMErS . ... . ... ...t e 48.3 "48.0 48.3
Other CUS OIS « oo vttt et e e e e e 16.8 12.8 4.9
Sold & transported volumes in MMDth attributed to: ‘
Residential & commercial CUSIOmMErs . ....... . it innana.. 108.4 97.7 112,9
Industrial customers ................. e e e s 86.2 849 87.2
Total sold & transported volumes ........................... 194.6 182.6 200.1

Gas Utility margins were $422.2 million for the year ended December 31, 2007, an increase of $31.2 million
compared to 2006. Residential and commercial customer usage, including lost margin recovery, increased margin
$13.3 million year over year. For all of 2007, Ohio weather was 6 percent warmer than normal, but
approximately 6 percent colder than the prior year and resulted in an estimated increase in margin of
approximately $2.0 million compared to 2006. Margin increases associated with the Vectren South base rate
increase, effective Augost |, 2007, were $3.3 million. Recovery of gas storage carrying costs in Ohio was $2.3
million. Lastly, operating costs, including revenue and usage taxes recovered dollar-for-dollar in margin,
increased gas margin $10.3 million year over year. During 2007, the company resolved all remaining issues
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related to a 2005 disallowance by the PUCO of gas costs incurred by the Ohio utility operations, resulting in an
additional charge of $1.1 million. The average cost per dekatherm of gas purchased for the year ended
December 31, 2007, was $8.14 compared to $8.64 in 2006 and $9.05 in 2005.

Gas Utility margins were $391.0 million for the year ended December 31, 2006, an increase of $4.6 million
compared to 2005. A full year of base rate increases implemented in the Company’s Ohio service territory which
increased margin $4.2 million, a $4.1 million disallowance of Ohio gas costs in 2005, the effects of the NTA
implemented in 2005 in the Company’s Indiana service territories, and the lost margin recovery authorizations
implemented in the fourth quarter of 2006, more than offset the effects of warm weather, lower usage, and
decreased tracked expenses recovered doliar for dollar in margin.

For the year ended December 31, 2006, compared to 2005, management estimates that weather 14 percent
warmer than normal and 9 percent warmer than prior year would have decreased margins $13.1 million
compared to the prior year, had the NTA not been in effect. Weather, net of the NTA, resulted in an approximate
$2.0 million year over year increase in Gas Utility margin. Incremental revenue associated with the lost margin
recovery totaled $2.0 million in 2006. Further, for the year ended December 31, 2006, margin associated with
tracked expenses and revenue taxes decreased $3.4 million.

Electric Utility Margin (Electric Utility revenues less Cost of fuel and purchased power)

Electric Utility margin and volumes sold by customer type follows:

Year Ended December 31,

2007 2006 2005
(Im millions)
Electric utility reéVenues . . ... .. ... . i e $ 4879 § 4222 §$ 4214
Cost of fuel & purchased power ........ ... ... i, 174.8 151.5 144.1
Total electric wtility margin ................... ... ... ... . ... $ 3131 $ 2707 $ 2773
Margin attributed to:
Residential & commercial customers ... ............cuiuirnrenn.n. $ 1947 § 1629 $ 1708
Industrial CUStOMETS ... .. ... . it e s 75.0 70.2 66.9
Municipal & othercustomers ............. ... i 21.8 24.0 19.8
Subtotal: Retail & firm wholesale ........................... $ 2915 $ 2571 $ 2575
Assel OpUMIZAtiON . ... ... e $§ 216 $ 136 $ 198
Electric volumes sold in GWh attributed to:
Restdential & commercial customers . ........... i, 3,0429 22,7897 29332
Industrial CUSLOMETS . . ... ... . . ittt e e 2,5385 25704 2,5759
Municipal & other customers ..............c.oeiiiiineiinnenann..s 635.1 644.4 689.9
Total retail & firm wholesale volumessold ........... ..... ... 6,216.5 6,004.5 6,199.0

Retail & Firm Wholesale Margin

Electric retail and firm wholesale utility margins was $291.5 million for the year ended December 31, 2007.
This represents an increase over the prior year of $34.4 million, respectively. Management estimates the year
over year increases in usage by residential and commercial customers due to weather to be $11.8 million. The
base rate increase that went into effect on August 15, 2007, produced incremental margin of $17.9 million.
During 2007, cooling degree days were 33 percent above normal compared to 5 percent below normal in 2005.
Recovery of pollution control investments and expenses increased margin $5.5 million year over year.
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Electric retail and firm wholesale utility margin was $257.1 million for the year ended December 31, 2006
and was generally flat compared to 2005. The recovery of pollution control related investments and associated
operating expenses and related depreciation increased margins $2.6 million year over year. Higher demand
charges and other items increased industrial customer margin approximately $3.2 million year over year. These
increases were offset by decreased residential and commercial usage. The decreased ﬁsage was due primarily to
mild weather during the peak cooling season. For 2006 compared to 2005, the estimated decrease in margin due
to unfavorable weather was $4.6 million ($4.0 million for below normal cooling weather and $0.6 million for
below normal heating weather). In 2005, cooling degree days were 9 percent above normal.

Margin from Asset Optimization Activities

Periodically, generation capacity is in excess of that needed to serve native load and firm wholesale
customers. The Company markets and sells this unutilized generating and transmission capacity to optimize the
return on its owned assets. A majority of the margin generated from these activities is associated with wholesale
off-system sales, and substantially all off-system sales occur into the MISO Day Ahead market.

Asset optimization activity is comprised of the following:

Year Ended December 31,
2007 2006 2005

{In millions)
Of -8y M SALES .. oottt ettt e e e $169 $14.2 $153
Transmission system sales .. ... ... e 4.7 3.5 4.5
OheT . . e — 4.1 —
Total asset optimization ... ..., .. ... 00 iiiii it $21.6 $13.6 $19.8

For the year ended December 31, 2007, net asset optimization margins were $21.6 million, which represents
an increase of $8.0 million, compared to 2006. The increase is primarily due to osses on financial contracts
experienced in 2006 and higher fourth quarter wholesale prices. Margins in 2006 decreased $6.2 million when
compared to 2005 primarily due to the financial contract losses experienced in 2006 and lower volumes soid off
system. In 2006, the availability of excess capacity was reduced by scheduled outages associated with the
installation of environmental compliance equipment. Off-system sales totaled 948.9 GWh in 2007, compared to
889.4 GWh in 2006 and 1,208.1 GWh in 2005.

Utility Group Operating Expenses
Other Operating

For the year ended December 31, 2007, Other aperating expenses were $266.1 million, which represents an
increase of $27.1 million, compared to 2006. Operating costs recovered dollar for dollar in margin, including
costs funding new Indiana energy efficiency programs, increased $9.5 million year over year. Increases in
operating costs associated with lost margin recovery and conservation initiatives that are not directly recovered in
margin were $1.3 million year over year. Costs directly attributable to the Vectren South rate cases, including
amortization of prior deferred costs, totaled $3.6 million in 2007. Expenses in 2006 are offset by the gain on the
sale of a storage asset of approximately $4.4 million. The remaining increases are primarily due to increased
wage and benefit costs,

The 2006 $4.4 million gain on sale of a storage asset, partially offset by higher electric generation chemical
costs and bad debt expense in the Company’s Indiana service territories were the primary factors decreasing
operating expense in 2006 compared to 2005.
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Depreciation & Amortization

Depreciation expense increased $7.1 million in 2007 compared to 2006 and $10.0 million in 2006 compared
to 2005. The increases were primarily due to increased utility plant in service. Expense in 2007 also includes $1.8
million of amortization associated with prior electric demand side management costs pursuant to the August 15,
2007, electric base rate order.

Taxes Other Than Income Taxes

Taxes other than income taxes increased $3.9 million in 2007 compared to 2006 and decreased $1.0 million
in 2006 compared 2005. The fluctuations are primarily attributable to variations in utility receipts, excise, and
usage taxes. These variations resulied primarily from volatility in revenues and gas volumes sold. In 2007 and
2006, property taxes also increased due to increased plant in service,

Other Income-Net

Other-net reflects income of $9.4 million in 2007 compared to $7.6 million in 2006 and $5.9 million in
2005, The increases relate primarily to the capitalization of funds used during construction due to increased
capital spending and higher interest income.

Utility Group Interest Expense

In 2007, interest expense increased $3.1 million compared to 2006 and increased $7.6 million in 2006
compared to 2005. The increases are primarily driven by rising interest rates during the period and are also
impacted by higher levels of short-term borrowings.

The 2007 increase was mitigated somewhat by the full impact of financing transactions completed in
October 2006 in which approximately $93 million in debt related proceeds were raised and used 1o retire debt
with a higher interest rate. Interest costs in 2006 reflect permanent financing transactions completed in the fourth
quarter of 2005 in which $150 million in debt-related proceeds were received and used to retire short-term
borrowings and other long-term debt.

Urility Group Income Taxes

Federal and state income taxes increased $19.0 million in 2007 compared to 2006 and decreased $9.8
million in 2006 compared to 2005. The changes are impacted primarily by fluctuations in pre-tax income and a
lower effective tax rate in 2006.

The lower effective tax rate in 2006 primarily relates to a $3.1 million favorable impact for an Indiana tax
law change that resulted in the recalculation of certain state deferred income tax liabilities. Income taxes in 2006
also include other adjustments, including adjustments to reflect income taxes reported on 2005 state and federal
income tax returns. Income taxes recorded in 2005 reflect favorable adjustments to accruals resulting from the
conclusion of state tax-audits and other adjustments.

Environmental Matters

The Company is subject to federal, state, and local regulations with respect to environmental matters,
principally air, solid waste, and water quality, Pursuant to environmental regulations, the Company is required to
obtain operating permits for the electric generating plants that it owns or operates and construction permits for
any new plants it might propose to build. Regulations concerning air quality establish standards with respect to
both ambient air quality and emissions from electric generating facilities, including particulate matter, sulfur
dioxide (S0,), nitrogen oxide {NOX), and mercury. Regulations concerning water quality establish standards
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relating to intake and discharge of water from electric generating facilities, including water used for cooling
purposes in electric generating facilities. Because of the scope and complexity of these regulations, the Company
is unable to predict the ultimate effect of such regulations on its future operations.

Clean Air/Climate Change

In March of 2005 USEPA finalized two new air emission reduction regulations. The Clean Air Interstate
Rule (CAIR) is an allowance cap and trade program requiring further reductions in Nitrogen Oxides (NOx) and
Sulfur Dioxide (SO;) emissions from coal-burning power plants. The Clean Air Mercury Rule (CAMR) is an
allowance cap and trade program requiring further reductions in mercury emissions from coal-burning power
plants. Both sets of regulations require emission reductions in two phases. The first phase deadline for both rules
is 2010 (2009 for NOx under CAIR), and the second phase deadline for compliance with the emission reductions
required under CAIR is 2015, while the second phase deadline for compliance with the emission reduction
requirements of CAMR is 2018. However, on February 8, 2008, the US Court of Appeals for the District of
Columbia vacated the federal CAMR regulations. At this time it is uncertain how this decision will affect
Indiana’s recently finalized CAMR implementation program.

To comply with Indiana’s implementation plan of the Clean Air Act of 1990 and to further comply with
CAIR and CAMR of 2005, SIGECO has received authority from the TURC to invest in clean coal
technology. Using this authorization, SIGECO invested approximately $258 million in Selective Catalytic
Reduction (SCR) systems at its coal fired generating stations, SCR technology is the most effective method of
reducing NOx emissions where high removal efficiencies are required. To further reduce particulate matter
emissions, the Company invested approximately $49 million in a fabric filter at i1s largest generating vait (287
MW). These investments were included in rate base for purposes of determining new base rates that went into
effect on August 15, 2007, (See Rate and Regulatory Matter Section). Prior to being included in base rates, return
on investments made and recovery of related operating expenses were recovered through a rider mechanism.,

Further, the IURC granted SIGECO authority to invest in an SO, scrubber at its generating facility that is
jointly owned with ALCOA (the Company’s portion is 150 MW), The order, as updated with an increased
spending level, allows SIGECO to recover an approximate 8 percent return on up to $92 million, excluding
AFUDC, in capital investments through a rider mechanism which is updated every six months for actual costs
incurred. The Company may file periodic updates with the IURC requesting modification to the spending
authority. As of December 31, 2007, the Company has invested approximately $53 million in this project. The
Company expects the SO, scrubber will be operational in 2009. At that time, operating expenses including
depreciation expense associated with the scrubber will also be recovered through a rider mechanism.

Once the SO, scrubber is operational, SIGECQ’s coal fired generating fleet will be 100 percent scrubbed for
SO, and 90 percent controlled for NOx. The use of SCR technology positions the Company to be in compliance
with the CAIR deadlines specifying reductions in NOx emissions by 2009 and further reductions by 2015. Not
only does SIGECO’s investments in scrubber, SCR and fabric filter technology position it to comply with
reductions described in the original 2005 mercury emission regulations and ladiana’s current CAMR
implementation plans, it will also likely comply with more stringent mercury reductions that might follow from
revised regulations.

If legislation requiring reductions in carbon dioxide and other greenhouse gases or mandating energy from
renewable sources is adopted, such regulation could substantially affect both the costs and operating
characteristics of the Company’s fossil fuel generating plants and nonutility coal mining operations. At this time
and in the absence of final legislation, compliance costs and other effects asseciated with reductions in
greenhouse gas emissions or obtaining rencwable energy sources remain uncertain.

SIGECO is studying renewable energy alternatives, and on April 9, 2007, filed a green power rider in order
to allow customers to purchase green power and to obtain approval of a contract to purchase 30 MW of power
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generated by wind energy. The wind contract has been approved. Future filings with the IURC with regard 1o
new generation and/or further environmental compliance plans will include evaluation of potential carbon
requircments.

Environmental Remediation Efforts

In the past, Indiana Gas, SIGECO, and others operated facilities for the manufacture of gas. Given the
availability of natural gas transported by pipelines, these facilities have not been operated for many years. Under
currently applicable environmental laws and regulations, those that operated these facilities may now be required
to take remedial action if certain contaminants are found above the regulatory thresholds at these sites.

Indiana Gas identified the existence, location, and certain general characteristics of 26 gas manufacturing
and storage sites for which it may have some remedial responsibility. Indiana Gas completed a remedial
investigation/feasibility study (RI/FS) at one of the sites under an agreed order between Indiana Gas and the
IDEM, and a Record of Decision was issued by the IDEM in January 2000. Indiana Gas submitted the remainder
of the sites to the IDEM’s Voluntary Remediation Program (VRP) and is currently conducting some level of
remedial activities, including groundwater monitoring at certain sites, where deemed appropriate, and will
continue remedial activities at the sites as appropriate and necessary. . .o

Indiana Gas accrued the estimated costs for further investigation, remediation, groundwater monitoring, and
related costs for the sites. While the total costs that may be incurred in connection with addressing these sites
cannot be determined at this time, Indiana Gas has recorded costs that it reasonably expects to incur.totaling
approximately $21 million.

. o . i

The estimated accrued costs are limited to Indiana Gas’ share of the remediation efforts. Indiana Gas has
arrangements in place for 19 of the 26 sites with other potentially responsible parties (PRP), which serve to limit
Indiana Gas’ share of response costs at these 19 sites to between 20 percent and 50 percent. With respect to
insurance coverage, Indiana Gas has received and recorded settlements fromrall known insurance carriers under
insurance policies in effect when these plants were in operation in an aggregate amount approximating $20
million. ‘ Co : O :

In October 2002, SIGECO received a formal information request letter from the IDEM regarding five
manufactured gas plants that it owned and/or,operated and were not enrolled in the IDEM’s VRP. In October
2003, SIGECO filed applications to enter four of the manufactured gas plant sites in IDEM’s VRP. The
remaining site is currently being addressed in the VRP by another Indiana utility, SIGECO added those four sites
into the renewal of the global Voluntary Remediation Agreement that Indiana Gas has in place with IDEM for its
manufactured gas plant sites. That renewal was approved by the IDEM in February 2004. SIGECO is also named
in a lawsuit filed in federal district court in May 2007, mvolvmg another site subject to potential environmental
remediation efforts, ' ‘ .

L] T
‘ot : ' . f . .

SIGECO has filed a declaratory judgment action against its insurance carriers seeking a judgment finding its
carriers liable under the policies for coverage of further investigation and.any necessary remediation costs-that
SIGECO may accrue under the YRP program and/or related to the site subject to the May 2007 lawsuit. White
the total costs that may be incurred in connection with addressing these sites cannot be determined at this time,
SIGECO has recorded costs that it reasonably expects to incur totaling approximately $8 million. With respect to
insurance coverage, SIGECO has received and recorded settlements from insurance carriers under insurance
policies in effect when these sites were in operation in an aggregate armount approximating the costs.it expects to
incur, ‘

Environmental remediation costs related to Indiana Gas’ and SIGECO’s manufactured gas plants and other
sites have had no material impact on results of operations or financial condition since costs recorded to date

approximate PRP and insurance settlement recoveries. While the Company’s utilities have recorded all costs
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which they presently expect to incur in connection with activities at these sites, it is possible that future events
may require some level of additional remedial activities which are not presently foreseen and those costs may not
be subject to PRP or insurance recovery.

Jacobsville Superfund Site

On July 22, 2004, the USEPA listed the Jacobsville Neighborhood Soil Contamination site in Evansville,
Indiana, on the National Pricrities List under the Comprehensive Environmental Response, Compensation and
Liability Act (CERCLA). The USEPA has identified four sources of historic lead contamination. These four
sources shut down manufacturing operations years ago. When drawing up the boundaries for the listing, the
USEPA included a 250 acre block of properties surrounding the Jacobsville neighborhood, including Vectren's
Wagner Operations Center. Vectren’s property has not been named as a source of the lead contamination, nor
does the USEPA’s soil testing to date indicate that the Vectren property contains lead contaminated soils.
Vectren’s own soil testing, completed during the construction of the Operations Center, did not indicate that the
Vectren property contains lead contaminated soils. At this time, Vectren anticipates only additional soil testing
could be requested by the USEPA at some future date,

Rate and Regulatory Matters

Gas and electric operations with regard to retail rates and charges, terms of service, accounting matters,
issuance of securities, and certain other operational matters specific to its Indiana customers are regulated by the
IURC. The retail gas operations of the Ohio operations are subject to regulation by the PUCO.

Gas rates in Indiana contain a gas cost adjustment (GCA) clause, and rates in Ohio contain a gas cost
recovery (GCR) clause. GCA and GCR clauses allow the Company to charge for changes in the cost of
purchased gas. Electric rates contain a fuel adjustment clause (FAC) that allows for adjustment in charges for
electric energy to reflect changes in the cost of fuel. The net energy cost of purchased power, subject to an agreed
upon benchmark, is also recovered through regulatory proceedings. The current benchmark expires in March
2008. A settlement agreement between the Company and the QUCC to modify and extend the benchmark is
awaiting [URC action. An order is expected during the first quarter of 2008.

GCA, GCR, and FAC procedures involve periodic filings and TURC and PUCO hearings to establish the
amount of price adjustments for a designated future period. The procedures also provide for inclusion in later
periods of any variances between the estimated cost of gas, cost of fuel, and net energy cost of purchased power
and actual costs incurred. The Company records any under-or-over-recovery resulting from gas and fuel
adjustment clauses each month in margin. A corresponding asset or liability is recorded until the under-or-over-
recovery is billed or refunded to utility customers.

The IURC has also applied the statute authorizing GCA and FAC procedures to reduce rates when necessary
to limit net operating income to a level authorized in its Jast general rate order through the application of an
earnings test. The Company has not surpassed the limits of the earnings test in the recent past. .

Vectren North (Indiana Gas Company, Inc. )’ Gas Base Rate Order Received

On February 13, 2008, the Company received an order from the JURC which approved its Vectren North
gas rate case. The order provided for a base rate increase of $16.3 million and an ROE of 10.2 percent, with an
overall rate of return of 7.8 percent on rate base of approximately $793 million. The settlement also provides for
the recovery of $10.6 million of costs through separate cost recovery mechanisms rather than base rates.

Further, additional expenditures for a multi-year bare steel and cast iron capital replacement program will be
afforded certain accounting treatment that mitigates earnings attrition from the investment between rate

cases. The accounting treatment allows for the continuation of the accrual for allowance for funds used during
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construction (AFUDC) and the deferral of depreciation expense after the projects go in service but before they
are included in base rates. To qualify for this treatment, the annual expenditures are limited to $20 million and
the treatment cannot extend beyond four years on each project.

With this order, the Company has in place for its North gas territory weather normalization, a conservation
and lost margin recovery tariff, tracking of gas cost expense related to bad debts and unaccounted for gas through
the existing gas cost adjustment mechanism, and tracking of pipeline integrity expense.

Vectren South (SIGECO) Electric Base Rate Order Received

On August 15, 2007, the Company received an order from the IURC which approved its Vectren South
electric rate case. The settlement agreement provides for an approximate $60.8 million electric rate increase to
cover the Company’s cost of system growth, maintenance, safety and reliability. The settlement provides for,
among other things: recovery of ongoing cosis and deferred costs associated with the MISO; operations and
maintenance (O&M) expense increases related to managing the aging workforce, including the development of
expanded apprenticeship programs and the creation of defined training programs to ensure proper knowledge
transfer, safety and system stability, increased O&M expense necessary to maintain and improve system
reliability; benefit to customers from the sale of wholesale power by Vectren’s sharing equally with customers
any profit earned above or below $10.5 million of wholesale power margin; recovery of and return on the
investment in past demand side management programs to help encourage conservation during peak load periods;
timely recovery of the Company’s investment in certain new electric transmission projects that benefit the MISO
infrastructure; an overall rate of return of 7.32 percent on rate base of approximately $1,044 million and an
allowed return on equity (ROE) of 10.4 percent. The increase in Electric Utility margin as a result of this order
totaled $17.9 million in 2007.

Vectren South (SIGECO) Gas Base Rate Order Received

On August 1, 2007, the Company received an order from the IURC which approved its Vectren South gas
rate case. The order provided for a base rate increase of $5.1 million and an ROE of 10.15 percent, with an
overall rate of return of 7.20 percent on rate base of approximately $122 million. The settlement also provides for
the recovery of $2.6 million of costs through separate cost recovery mechanisms rather than base rates.

Further, additional expenditures for a multi-year bare steel and cast iron capital replacement program will be
afforded certain accounting treatment that mitigates earnings aitrition from the investment between rate
cases. The accounting treatment allows for the continuation of the accrual for allowance for funds used during
construction (AFUDC) and the deferral of depreciation expense after the projects go in service but before they
are included in base rates. To qualify for this treatment, the annual expenditures are limited to $3 million and the
treatment cannot extend beyond three years on each project.

With this order, the company now has in place for its South gas territory weather normalization, a
conservation and lost margin recovery tariff, tracking of gas cost expense related to bad debts and unaccounted
for gas through the existing gas cost adjustment mechanism, and tracking of pipeline integrity expense. The
increase in Gas Utility margin as a result of this order totaled $3.3 million in 2007.

Vectren Energy Delivery of Ohio, Inc. (VEDO) Gas Base Rate Case F. iling

In November 2007, the Company filed with the PUCO a request for an increase in its base rates and charges
for VEDO’s distribution business in its 17-county service area in west central Ohio. The filing indicates that an
increase in base rates of approximately $27 million is necessary to cover the ongoing cost of operating,
maintaining and expanding the approximately 5,200-mile distribution system used to serve 318,000 customers.
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In addition, the Company is seeking to increase the level of the monthly service charge as well as extending
the lost margin recovery mechanism currently in place to be able to encourage customer conservation and is also
seeking approval of expanded conservation-oriented programs, such as rebate offerings on high-efficiency
natural gas appliances for existing and new home construction, to help customers lower their natural gas bills.
The Company is also seeking approval of a multi-year bare steel and cast iron capital replacement program.

The Company anticipates an order from the PUCO in late 2008,

Ohio and Indiana Lost Margin Recovery/Conservation Filings

In 2005, the Company filed conservation programs and conservation adjustment trackers in Indiana and
Ohio designed to help customers conserve energy and reduce their annual gas bills. The proposed programs
would allow the Company to recover costs of promoting the conservation of nawaral gas through conservation
trackers that work in tandem with a lost margin recovery mechanism. These mechanisms are designed to allow
the Company to recover the distribution portion of its rates from residential and commercial customers based on
the level of customer revenues established in each utility’s last general rate case.

Indiana

In December 2006, the IURC approved a settlement agreement that provides for a five-year energy
efficiency program. It allows the Company’s Indiana utilities to recover a majority of the costs of promoting the
conservation of natural gas through conservation trackers that work in tandem with a lost margin recovery
mechanism. The order was implemented in the North service territory in December 2006, and provides for
recovery of 85 percent of the difference between weather normalized revenues actually collected by the
Company and the revenues approved in the Company’s most recent rate case. Energy efficiency programs began
in the North gas territory in December 2006. A similar approach regarding lost margin recovery commenced in
the South gas territory on August |, 2007, as the new base rates went into effect, allowing for recovery of 100
percent of the difference between weather normalized revenues collected and the revenues approved in that rate
case. The recent Vectren North base rale order also allows for full recovery of the difference between weather
normalized revenues collected by the Company and the revenues provided for in that settlement, superseding the
original December 2006 order. While most expenses associated with these programs are recoverable, in the first
program year the Company incurred $0.9 million in program costs without recovery, of which $0.8 miltion was
expensed in 2007 and, in addition contributed $0.2 million in assets that are being depreciated over the term of
the program without recovery. :

Ohio

In June 2007, the Public Utilities Commission of Ohio (PUCO) approved a settlement that provides for the
implementation of a lost margin recovery mechanism and a related conservation program for the Company’s
Ohio operations. This order confirms the guidance the PUCO previously provided in a September 2006 decision.
The conservation program, as outlined in the September 2006 PUCO order and as affirmed in this order, provides
for a two year, $2 million total conservation program to be paid by the Company, as well as a sales reconciliation
rider intended to be a recovery mechanism for the difference between the weather normalized revenues actually
collected by the Company and the revenues approved by the PUCO in the Company’s most recent rate case.
Approximately 60 percent of the Company’s Ohio customers are eligible for the conservation programs. The
Ohio Consumer Counselor (OCC) and another intervener requested a rehearing of the June 2007 order and the
PUCO granted that request in order to have additional time to consider the merits of the request. In accordance
with accounting authorization previously provided by the PUCO, the Company began recognizing the impact of
the September 2006 order on October 1, 2006, and has recognized cumulative revenues of $4.6 million, of which
$3.3 million was recorded in 2007. The OCC appealed the PUC(’s accounting authorization to the Ohio
Supreme Court, but that appeal has been dismissed as premature pending the PUCO’s consideration of issues
raised in the OCC’s request for rehearing. Since October 1, 2006, the Company has been ratably accruing its $2
million commitment.
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MISO

Since February 2002 and with the IURC’s approval, the Company has been a member of the Midwest
Independent System Operator, Inc. (MISO), a FERC approved regional transmission organization. The MISQ
serves the electrical transmission needs of much of the Midwest and maintains operational control over the
Company’s electric transmission facilities as well as that of other Midwest utilities.

On April 1, 2005, the MISO energy market commenced operation (the Day 2 energy market). As a result of
being a market participant, the Company now bids its owned generation into the Day Ahead and Real Time
markets and procures power for its retail customers at Locational Marginal Pricing (LMP) as determined by the
MISO market. The Company is typically in a net sales position with MISO and is only occasionally in a net
purchase position. Net positions are determined on an hourly.basis. When the Company is a net seller such net
revenues are included in Electric Utility revenues and when the Company is a net purchaser such net purchases
are included in Cost of fuel and purchased power. The Company also receives transmission revenue that results
from other members’ use of the Company’s transmission system. These revenues are also included in Electric
Utility revenues.

Pursuant to an order from the TURC received in December 2001, certain MISO startup costs (referred to as
Day 1 costs) were deferred, and those deferred costs are now being recovered through base rates that went into
effect on August 15, 2007. On June [, 2005, Vectren, together with three other Indiana electric utilities, received
regulatory authority from the IURC to recover fuel related costs and to defer other costs associated with the Day
2 energy market, The order allows fuel related costs to be passed through to customers in Vectren's existing fuel
cost recovery proceedings. During 2006, the [URC reaffirmed the definition of certain costs as fuel related; the
Company is following those guidelines. Other MISO fuel related and non-fuel related administrative costs were
deferred, and those deferred costs are now being recovered through base rates that went into effect on August 15,
2007. The IURC order authorizing new base rates also provides for a tracking mechanism associated with
ongoing MISQO-related costs and transmission revenues.

As a result of MISO’s operational control over much of the Midwestern electric transmission grid, including
SIGECO’s transmission facilities, . SIGECO’s continued ability to import power, when necessary, and export
power to the wholesale market has been, and may continue to be, impacted. Given the nature of MISO’s policies
regarding use of transmission facilities, as well as ongoing FERC initiatives, and a pending Day 3 market, where
MISO plans to provide bid-based regulation and contingency operating reserve markets, it is difficult to predict
near term operational impacts. MISO has indicated that the Day 3 ancillary services market would begin in June
2008.

The need to expend capital for improvements 10 the transmission system, both to SIGECQO's facilities as
well as to those facilities of adjacent utilities, over the next several years is expected to be significant. The
Company will timely recover its investment in certain new electric transmission projects that benefit the MISQ
infrastructure at a FERC approved rate of return.

Weather Normalization

On October 5, 2005, the [URC approved the establishment of a normal temperature adjusiment (NTA)
mechanism for Vectren Energy Delivery of Tndiana. The OUCC had previously entered into a settlement
agreement with Vectren Energy Delivery of Indiana providing for the NTA. The NTA affects the Company’s
Indiana regulated residential and commercial natural gas customers and should mitigate weather risk in those
customer classes during the October to April heating season. These Indiana customer classes represent
approximately 60-65 percent of the Company’s total natural gas heating load.

The NTA mechanism will mitigate volatility in distribution charges created by fluctuations in weather by

lowering customer bills when weather is colder than normal and.increasing customer bills when weather is
warmer than normal. The NTA has been applied to meters read and bills rendered after October 15, 2005. Each
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subsequent monthly bili for the seven-menth heating season is adjusted using the NTA. Revenues attributable to
this order were $4.5 million in 2007 and $13.6 million in 2006 while a downward adjustment to revenues of $1.6
million resulted in 2005,

The order provides that the Company wili make, on a monthly basis, a commitment of $125,000 to a
universal service fund program or other low-income assistance program for the duration of the NTA or until a
general rate case. SIGECO’s portion of its commitment ceased in August 2007, and Indiana Gas’ portion of the
commitment ceased on February 14, 2008, -

Rate structures in the Company’s Indiana electric territory and OChio gas territory do not include weather
normalization-type clauses.

VEDO Base Rate Increase in 2005

On April 13, 2005, the PUCO approved a $15.7 million base rate increase for VEDQ’s gas distribution
business. The base rate change was implemented on April 14, 2005 and provide for the recovery of some level of
on-going costs to comply with the Pipeline Safety Improvement Act of 2002.

Gas Cost Recovery (GCR) Audit Proceedings

In 2005, the PUCO issued an order disallowing the recovery of approximately $9.6 million of gas costs
relating to the two-year audit period ended October 2002 and in 2006, an additional $0.8 million was disallowed
related to the audit period ending October 2005. The initial audit period provided the PUCO staff its initial
review of the portfolio administration arrangement between VEDO and ProLiance. Since November 1, 2005, the
Company has used a provider other than ProLiance for these services.

Through a series of rehearings and appeals, including action by the Ohio Supreme Court in the first quarter
of 2007, the Company was required to refund $8.6 million 10 customers. In total, the Company has reflected $6.2
million in Cost of gas sold related to this matter, of which $1.1 million, $4.1 million and $1.0 million were
recorded in 2007, 2005, and 2003, respectively. The impact of the disallowance includes a sharing of the ordered
refund by Vectren’s partner in ProLiance. As of December 31, 2007, all amounts have been refunded to
customers.
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Results of Operations of the Noautility Group

The Nonutility Group operates in three primary business areas: Energy Marketing and Services, Coal
Mining, and Energy Infrastructure Services. Energy Marketing and Services markets and supplies natural gas and
provides energy management services. Coali Mining mines and sells coal. Energy Infrastructure Services
provides underground construction and repair and provides performance contracting and renewable energy
services. There are also other businesses that invest in energy-related opportunities and services, real estate, and
leveraged leases, among other investments. In addition, the Company has in the past invested in projects that
generated synfuel tax credits and processing fees relating to the production of coal-based synthetic fuels. The
Nonutility Group supports the Company’s regulated utilities pursuant to service contracts by providing natural
gas supply services, coal, infrastruciure services, and other services. Nonutility Group earnings for the years
ended December 31, 2007, 2006, and 2005, follow:

Year Ended December 31,

2007 2006 2005
(In millions, except per share amounts)

NETINCOME ... ... . . e $37.0 $18.1 $48.2
CONTRIBUTION TO VECTRENBASICEPS ...................... $0.49 $0.24 $0.64
NET INCOME ATTRIBUTED TO:

Energy Markeling & Services ........ ... ... i $223 $14.9 $29.7

Mining Operations ............ .. ..o i 2.0 5.0 53

Energy Infrastructure Services .. ......... ... .. . ... i i, 9.4 4.6 0.3

Other BUSINESS S . .o it ittt sttt ci i it et et 0.3 (1.1} 1.2

Synfuels-related . ........ .. .. .. . e 3.0 (5.3) 11.7

Energy Marketing & Services

Energy Marketing and Services is comprised of the Company’s wholesale and retail gas marketing and
energy management businesses. For the year ended December 31, 2007, Energy Marketing and Services,
inclusive of holding company costs, earned $22.3 million compared to $14.9 miltion in 2006 and $29.7 million in
2005.

ProLiance

ProLiance Energy LLC (ProLiance), a nonutility energy marketing affiliate of Vectren and Citizens Gas and
Coke Utility (Citizens Gas), provides services to a broad range of municipalities, utilities, industrial operations,
schools, and healthcare institutions located throughout the Midwest and Southeast United States. ProLiance’s
customers include Vectren’s Indiana utilities and nonutility gas supply operations and Citizens Gas. ProLiance’s
primary businesses include gas marketing, gas portfolic optimization, and other portfolio and energy
management services. Consistent with its ownership percentage, Vectren is allocated 61 percent of ProLiance’s
profits and losses; however, governance and voting rights remain at 50 percent for each member; and therefore
the Company accounts for its investment in ProLiance using the equity method of accounting, Vectren received
regulatory approval on April 25, 2006, from the IURC for ProLiance to continue to provide natural gas supply
services to the Company’s Indiana utilities through March 2011.

ProLiance provided the primary earnings contribution, which totaled $22.9 million in 2007 compared to
$18.3 million in 2006 and $29.7 million in 2005. Resuvlts in 2006 contain a $6.6 million after tax charge
associated with the settlement of a lawsuit which originated from a dispute over a contractual relationship with
Huntsville Utilities during 2000 — 2002, In 2007, increased earnings from greater storage capacity were offset by
lower volatility in the wholesale natural gas markets. Earnings in 2005 increased significantly due to larger
spreads between financial and physical markets, which resulted from market disruptions caused by Gulf Coast
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hurricanes. ProLiance’s storage capacity was 40 Bef at December 31, 2007 compared to 35 Bef at the end of
2006 and 33 Bef at the end of 2005. Firm storage capacity will increase to 45 Bef in early 2008 and to 49 Bef by
the end of 2008. The expected increase in storage capacity coupled with an assumed return to market volatility
should favorably impact ProLiance’s results in 2008.

Regulatory Matter

ProLiance self reported to the Federal Energy Regulatory Commission (FERC or the Commission) in
October 2007 possible non-compliance with the Commission’s capacity release policies. ProLiance has taken
carrective actions to assure that current and future transactions are compliant. ProLiance is committed to full
regulatory compliance and is cooperating fully with the FERC regarding these issues. ProLiance is unable to
predict the outcome of any FERC action.

Vectren Source

Vectren Retail, LLC (d/b/a Vectren Source), a wholly owned subsidiary, provides natural gas and other
related products and services to customers opting for choice among energy providers, Vectren Source earned
approximately $1.2 million in 2007, compared to a loss of $0.4 million in 2006 and earnings of $0.9 million in
2005. The increase in earnings is primarily due to lower marketing costs in 2007 and extremely mild weather in
2006. Vectren Source’s customer count at December 31, 2007 was approximately 161,000 as compared to the
prior year end count of nearly 150,000.

Coal Mining

Coal Mining Operations mine and sell coaﬁl to the Company’s utility operations and to third parties through
its wholly owned subsidiary Vectren Fuels, Inc. (Fuels).

Coal Mining operations, inclusive of holding company costs, earned approximately $2.0 million in 2007
compared to $5.0 million in 2006 and $5.3 million in 2005. The decline in earnings in 2007 is primarily due to
the effects of compliance with revised Mine Safety and Health Administration (MSHA) seal guidelines and the
associated lost production and higher sulfur content from coal mined under a revised mining plan. These
decreases are offset somewhat by reduced operating costs from highwall mining at the Cypress Creek surface
mine. Mining Operations’ 2006 earnings were generally flat compared to 2005. Higher revenue and tax benefits
from depletion were offset by unfavorable geologic conditions, the rising costs of commodities used in
operations, and high sulfur content. The Company produced 4.1 million tons of coal in 2007, compared to
4.0 million tons in 2006 and 4.4 million tons in 2005. Earnings in 2008 from Coal Mining operations are
expected to increase due to price increases of 4.to 5 percent, the return to full production at Prosperity mine, and
process improvements that mitigate impacts from increased MSHA inspections.

In April 2006, Fuels announced plans to open two new underground mines near Vincennes, Indiana.
Construction is progressing as planned and, the first mine is expected to be operational by early 2009, with the
second mine opening the following year. Reserves at the two mines are estimated at 80 million tons of
recoverable number-five coal at 11,200 BTU (British thermal units} and 6-ponnd sulfur dioxide. Management
estimates a $125 million investment to access the reserves. Once in production, the two new mines are expected
to produce 5 million tons of coal per year. Through December 31, 2007, the Company has made investments
totaling $21.9 million in the new mines. :

Energy Infrastrocture Services

Energy Infrastructure Services provides underground construction and repair to utility infrastructure through
Miller Pipeline Corporation (Miller) and performance contracting and renewable energy services through Energy
Systems Group, LLC (ESG). Inclusive of holding company costs, Energy Infrastructure’s operations contributed
earnings of $9.4 million in 2007 compared to $4.6 million in 2006 and $0.3 million in 2005,
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Miller Pipeline

* Miller’s 2007 earnings were $6.1 miilion in 2007 compared to $2.3 million in 2006 and $0.9 in 2005, The
increase in Miller’s earnings contribution is primarily due to more large gas construction projects and pricing
increases. Vectren’s 100 percent ownership of Miller effective July 1, 2006 has also contributed to the increase.
Earnings in 2008 are likely to be impacted by expected growth in Miller’s large customers’ aging infrastructure
programs, including pipeline integrity, bare steel/cast iron replacement, and riser replacement work.

Effective July 1, 2006, the Company purchésed the remaining 50 percent ownership in Miller, making
Miller a wholly owned subsidiary. Prior to this transaction, Miller was a 50 percent owned joint venture
accounted for using the equity method. The results of Miller’s operations have been included in consolidated
results since July 1, 2006. While the acquisition of Miller has not been material to the overall financial
statements, consolidating Milier resulted in, among other impacts, increases in Nonutility revenue totaling $105.7
million in 2007 compared to 2006 and $77.6 million in 2006 compared to 2005; and increases in Other operating
expense totaling $90.9 million in 2007 compared to 2006 and $60.8 million in 2006 compared to 2005.

During 2006, the Company exited the meter reading and line locating businésées, which it had previously
provided through Reliant Services, LLC. '

[

Energy Systems Group

ESG’s 2007 earnings were $4.0 million in 2007 compared to $3.1 million in 2006 and a loss of $0.4 million
in 2005. The increases are primarily due to higher revenues. At December 31, 2007, ESG’s backlog was 352
miliicn, compared to $68 million at December 31, 2006. The national focus on a comprehensive energy strategy
as evidenced by the new Energy Independence and Security Act of 2007 is likely to favorably lmpact ESG’s
earnings in 2008 and beyond.

Other Businesses

The Other Businésses Group includes a variety of operations and investments including investments in the
Haddington Energy Partnerships (Haddington) which are accounted for using the equity method. The earnings
impact of exiting the broadband business is also included in Other Businesses. '

Other Businesses reported earnings of $0.3 million compared to a net loss of $1.1 million in 2006 and net
income of $1.2 million in 2005. Resuits for 2006 reflect a loss on the sale of SIGECOM, LLC (SIGECOM). In
2005, Haddington sold their investments in Lodi Gas Storage, LLC for cash. The Company recognized its portion
of the gain resulting from that sale which totaled $3.9 million after tax. The 2005 Haddington gain was partially
offset by a $1.5 million after tax charge associated with the Company s broadband consultmg business, which
has since ceased operations.

Sale of Interest in SIGECOM

SIGECOM provided broadband services, such as cable television, high-speed internet, and advanced local
and long distance phone services, to the greater Evansville, Indiana area. In August 2006, SIGECOM’s majority
owner and the Company sold their interests in SIGECOM to WideOpenWest, LLC. Resulting from ‘the sale, the
Company recorded an after tax loss of $1.3 million in 2006. Proceeds to the Company, which includes the
settlement of notes receivable, approximated $45 million and were received in 2007.

Synfuel-Related Activity

Pace Carbon Synfuels, LP (Pace Carbon) is a Delaware limited partnership formed to develop, own, and
operate four projects to produce and sell coal-based synthetic fuel (synfuel) utilizing Covol technology. The
Company has an 8.3 percent interest in Pace Carbon which is accounted for using the equity method of
accounting. The Internal Revenue Code provides for-manufacturers, such as Pace Carbon, to receive a tax credit
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for every ton of synthetic fuel sold. In addition, Vectrer Fuels, Inc., a wholly owned subsidiary involved in coal
mining, received processing fees from synfuel producers unrelated to Pace Carbon for a portion of its coal
production. The tax law authorizing synfuel related credits and fees expired on December 31, 2007,

The Internal Revenue Service issued private letter rulings, which concluded the synthetic fuel produced at
the Pace Carbon facilities should qualify for tax credits. The IRS has completed tax audits of Pace Carbon for the
years 1998 through 2001 without challenging tax credit calculations. Generally, the statute of limitations for the
IRS to audit a tax return is three years from filing. Therefore tax credits utilized in 2004 — 2007 are still subject to
IRS examination. However, avenues remain where the IRS could challenge tax credits of pre-2004 years,

As a partner of Pace Carbon, Vectren has reflected synfuel tax credits in its consolidated results from
inception through December 31, 2007 of approximately $99 million, of which approximately $60 million: have
been generated since 2003. To date, Vectren has been in a position to utilize or carryforward substantially all of
the credits generated. Primarily from the use of these credits, the Company has an Alternative Minimum Tax
(AMT) credit carryforward of approximately $35.7 million at December 3i, 2007.

Synfuel tax credits were only available when the price of oil was less than a base price specified by the
Internal Revenue Code, as adjusted for inflation. The Company estimates that high oil prices caused a 74 percent
phase out in 2007. Therefore, of the $23.1 million tax credits generated in 2007, only $6.0 million are reflected as
a reduction to the Company’s income tax expense. In 2006 high oil prices resulted in a 35 percent phase out of
synfuel tax credits. Of the $21.5 million tax credits generated in 2006, only $14.0 million were reflected as a
reduction to the Company’s income tax expense.

Since 20035, the Company executed several financial contracts to hedge oil price risk. Income statement
activity associated with these contracts was a gain of $13.4 million in 2007, a loss of $4.7 million in 2006 and a
loss of $1.9 million in 2005. This activity is primarily reflected in Other-ner. Impairment charges related to the
investment in Pace Carbon approximating $9.5 million were recorded in Other-net in 2006,

The investment in Pace Carbon resulted in losses reflected in Equity in earnings of unconsolidated affiliates
totaling $20.0 million in 2007, $17.8 million in 2006, and $15.7 million in 2005. Synfuel-related results,
inclusive of those losses and their related tax benefits as well as the tax credits and other related activity, were
earnings of $6.8 million in 2007, compared to a loss of $5.3 million in 2006 and earnings of $11.7 million in
2005. Of those earnings, which do not continue beyond 2007, $3.8 million ($5.8 million pre tax) was contributed
to the Vectren Foundation in 2007. Net of that contribution, synfuel-related results were $3.0 million in 2007,

Impact of Recently Issued Accounting Guidance

FIN 48

On January 1, 2007, the Company adopted FASB Interpretation No. 48 (FIN 48) “Accounting for
Uncertainty in Income Taxes™ an interpretation of SFAS 109, Accounting for Income Taxes. FIN 48 prescribes a
recognition threshold and measurement attribute for financial statement recognition and measurement of tax
positions taken or expected to be taken in an income tax return. FIN 48 also provides guidance related to reversal
of tax positions, balance sheet classification, interest and penalties, interim period accounting, disclosure and
transition.

At adoption, the total amount of gross unrecognized tax benefits for uncertain tax positions was $11.6
million, The accumulation of this amount resulted in an adjustment to beginning Retained earnings of $0.1

million and to Geodwill of $0.2 million. 1
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SFAS No. 157

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (SFAS 157). SFAS 157
defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles
{GAAP), and expands disclosures about fair value measurements. This statement does not require any new fair
value measurements; however, the standard will impact how other fair value based GAAP is applied. SFAS 157
is effective for financial statements issued for fiscal years beginning afier November 15, 2007. However, in
December 2007, the FASB issued proposed FSP FAS 157-b which would delay the effective date of SFAS 157
for all nonfinancial assets and nonfinancial liabilities, except those that are recognized or disclosed at fair value
in the financial statements on a recurring basis (at least annually). This proposed FSP partially defers the
effective date of Statement 157 to fiscal years beginning after November 15, 2008, and interim periods within
those fiscal years for items within the scope of this FSP. The Company will adopt SFAS 157 on January 1, 2008,
except as it applies to those nonfinancial assets and nonfinancial liabilities as noted in proposed FSP FAS 157-b.
The partial adoption of SFAS 157 will not have a matertal impact on our financial position, results of operations
or cash flows.

SFAS No. 159

In February 2007, the FASB issued Statement No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities—Including an Amendment of FASB Statement No. 115 (SFAS 159). SFAS 159 permits
entities to measure many financial instruments and certain other items at fair value. Items eligible for the fair
value measurement option include: financial assets and financial liabilities with certain exceptions; firm
commitments that would otherwise not be recognized at inception and that involve only financial instruments;
nonfinancial insurance contracts and warranties that the insurer can settle by paying a third party to provide those
goods or services; and host financial instruments resulting from separation of an embedded financial derivative
instrument from a nonfinancial hybrid instrument. The fair value option may be applied instrument by
instrument, with few exceptions, is an irrevocable election and is applied only to entire instruments. The
Company will adopt SFAS 159 on January 1, 2008, and does not expect that adoption will have a material impact
on its financial statements and results of operations.

SFAS 141 (Revised 2007)

In December 2007, the FASB issued SFAS 141, Business Combinations (SFAS 141). SFAS 141 establishes
principles and requirements for how the acquirer of an entity (1) recognizes and measures the identifiable assets
acquired, the liabilities assumed, and any noncontrolling interest in the acquiree (2) recognizes and measures
acquired goodwill or a bargain purchase gain and (3) determines what information to disclose in its financial
statements in order to enable users to assess the nature and financial effects of the business combination.
SFAS 141 applies to all transactions or other events in which one entity acquires control of one or more
businesses and applies to all business entities. SFAS 141 applies prospectively to business combinations with an
acquisition date on or after the beginning of the first annual reporting period beginning on or after December 13,
2008, Early adoption is not permitted. The Company will adopt SFAS 141 on Janvary 1, 2009, and because the
provisions of this standard are applied prospectively, the impact to the Company cannot be determined until the
transactions occur.

SFAS 160

In December 2007, the FASB issued SFAS 160, Noncontolling Interests in Consolidated Financial
Statements-an Amendment of ARB No. 51 (SFAS 160). SFAS 160 establishes accounting and reporting
standards that require that the ownership percentages in subsidiaries held by parties other than the parent be
clearly identified, labeled, and presented separately from the parent’s equity in the equity section of the
consolidated balance sheet; the amount of consolidated net income attributable to the parent and the
noncentrolling interest to be clearly identified and presented on the face of the consolidated income statement;
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that changes in the parent’s ownership interest while it retains control over its subsidiary be accounted for
consistently; that when a subsidiary is deconsolidated, any retained noncontrolling equity investment be initially
measured at fair value; and that sufficient disclosure is made to clearly identify and distinguish between the
interests of the parent and the noncontrolling owners. SFAS 160 applies 1o all entities that prepare consolidated
financial statements, except for non-profit entities. SFAS 160 is effective for fiscal years beginning after
December 31, 2008. Early adoption is not permitted. The Company will adopt SFAS 160 on January 1, 2009, and
is currently assessing the impact this statement will have on its financial statements and results of operations.

Critical Accounting Policies

Management is required to make judgments, assumptions, and estimates that affect the amounts reported in
the consolidated financial statements and the related disclosures that conform to accounting principles generally
accepled in the United States. Note 2 to the consolidated financial statements describes the significant accounting
policies and methods used in the preparation of the consolidated financial statements, Certain estimates used in
the financial statements are subjective and use variables that require judgment, These include the estimates to
perform goodwill and other asset impairments tests and to determine pension and postretirement benefit
obligations. The Company makes other estimates, in the course of accounting for unbilled revenue and the effects
of regulation that are critical to the Company’s financial results but that are less likely to be impacted by near
term changes. Other estimates that significantly affect the Company’s results, but are not necessarily critical to
operations, include depreciating utility and nonutility plant, valuing reclamation liabilities, valuing derivative
contracts, and estimating uncollectible accounts and coal reserves, among others. Actual resuls could differ from
these estimates,

Impairment Review of Investments

The Company has investments in notes receivable, entities accounted for using the cost method of
accounting, and entities accounted for using the equity method of accounting. When events occur that may cause
one of these investments to be impaired, the Company performs both a qualitative and quantitative review of that
investment and when necessary performs an impairment analysis. An impairment analysis of notes receivable
usually involves the comparison of the investment’s estimated free cash flows to the stated terms of the note, or
for notes that are collateral dependent, a comparison of the collateral’s fair value to the carrying amount of the
note. An impairment analysis of cost method and equity method investments involves comparison of the
investment's estimated fair value to its carrying amount. Fair value is estimated using market comparisons,
appraisals, and/or discounted cash flow analyses. Calculating free cash flows and fair value using the above
methods is subjective and requires judgment concerning growth assumptions, longevity of cash flows, and
discount rates {for fair value calculations),

In 2007, the Company examined the recoverability of several investments, including a leveraged lease and a
note receivable. The Company determined the carrying values of the investments tested were not impaired. For
the lease, this assessment was based on a recent nonbinding offer from an unrelated party to purchase the
underlying property. However, a sale price 10 percent below that received would have resulted in a small charge
to earnings. For the note, a qualitative assessment was made regarding collection using the note agreement’s
breach of contract provisions. Based on that review, the Company believes collection is probable.

I 2006, the Company fully impaired its investment in Pace Carbon. The Company took this action because

of the effect high oil prices had on Pace Carbon’s future operations. The write off of the investment and
expensing of future funding requirements totaled $9.5 million, or $5.7 million after tax in 2006,
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Goodwill and Intangible Assets

Pursuant to SFAS 142, the Company performs an annual impairment analysis of its goodwill, most of which
resides in the Gas Utility Services operating segment, at the beginning of each year, and more frequeatly if
events or circumstances indicate that an impairment loss may have been incurred. Impairment tests are performed
at the reporting unit level. The Company has determined its Gas Utility Services operating segment as identified
in Note 16 1o the consolidated financial statements to be the reporting unit. Nonutility Group reporting units are
generally defined as the operating companies that aggregate that operating segment. An impairment test
performed in accordance with SFAS 142 requires that a reporting unit’s fair value be estimated. The Company
used a discounted cash flow model to estimate the fair value of its Gas Utility Services operating segment, and
that estimated fair value was compared to its carrying amount, including goodwill. The estimated fair value was
in excess of the carrying amount in 2007, 2006, and 2005 and therefore resulted in no impairment. Goodwill
related to the Nonutility Group was generally tested during the year using market comparable data or a
discounted cash flow model.

Estimating fair value using a discounted cash flow model is subjective and requires significant judgment in
applying a discount rate, growth assumptions, company expense allocations, and longevity of cash flows. A 100
basis point increase in the discount rate utilized to calculate the Gas Utility Services segment’s fair value also
would have resulted in no impairment charge.

The Company also annually tests non-amortizing intangible assets for impairment and amortizing intangible
assets are tested on an event and circumstance basis. During 2007, 2006, and 2005, these tests yielded no
impairment charges.

Pension and Other Postretirement Obligations

The Company estimates the expected return on plan assets, discount rate, rate of compensation increase, and
future health care costs, among other inputs, and relies on actuarial estimates to assess the future potential
liability and funding requirements of the Company’s pension and postretirement plans. The Company currently
measures its obligations annually on September 30. However, the Company is in the process of moving is
measurement date to Decernber 31, The Company used the following weighted average assumptions to develop
2007 periodic benefit cost: a discount rate of 5.85 percent, an expected return on plan assets of 8.25 percent, a
rate of compensation increase of 3.75 percent, and an inftation assumption of 3.5 percent. During 2007, the
Company increased the discount rate by 40 basis points to value 2007 ending pension and postretirement
obligations and 2008 benefit cost due to an increase in benchmark interest rates. Future changes in health care
costs, work force demographics, interest rates, or plan changes could significantly affect the estimated cost of
these future benefits.

Management estimates that a 50 basis point decrease in the discount rate would generally increase periodic
benefit cost by approximately $1 million.

Unbilled Revenues

To more closely match revenues and expenses, the Company records revenues for all gas and eleciricity
delivered to customers but not billed at the end of the accounting period. The Company uses actual vnits billed
during the month to allocate unbilled units by customer class. Those allocated units are multiplied by rates in
effect during the month to calculate unbilled revenue at balance sheet dates. While certain estimates are used in
the calculation of unbilled revenue, the method from which these estimates are derived is not subject to near-term
changes.
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Regulation

At each reporting date, the Company reviews current regulatory trends in the markets in which it operates.
This review involves judgment and is critical in assessing the recoverability of regulatory assets as well as the
ability to continue to account for its activities based on the criteria set forth in SFAS No. 71 “Accounting for the
Effects of Certain Types of Regulation” (SFAS 71). Based on the Company’s current review, it believes its
regulatory assets are probable of recovery. If all or part of the Company’s operations cease to meet the criteria of
SFAS 71, a write off of related regulatory assets and liabilities could be required. In addition, the Company
would be required to determine any impairment to the carrying value of its utility plant and other regulated assets
and liabilities. In the unlikely event of a change in the current regulatory environment, such write-offs and
impairment charges could be significant,

Financial Condition

Within Vectren’s consolidated group, Utiiity Holdings funds the short-term and long-term financing needs
of the Utility Group operations, and Vectren Capital Corp (Vectren Capital) funds short-term and long-term
financing needs of the Nonutility Group and corporate operations. Vectren Corporation guarantees Vectren
Capital’s debt, but does not guarantee Utility Holdings’ debt. Vectien Capital’s long-term and short-term
obligations outstanding at Decembér 31, 2007, totaled $183 million and $171 million, respectively. Utility
Holdings’ outstanding long-term and short-term borrowing arrangements are jointly and severally guaranteed by
Indiana Gas, SIGECO, and VEDOQ. Utility Holdings’ long-term and short-term obligations outstanding at
December 31, 2007, totaled $700 million and $386 million, respectively. Additionally, prior to Utility Holdings’
formation, Indiana Gas and SIGECQO funded their operations separately, and therefore, have long-term debt
outstanding funded solely by their operations, .

The Company’s common stock dividends are primarily funded by utility operations. Nonutility operations -
have demonstrated profitability and the ability to generate cash flows. These cash flows are primarily reinvested
in other nonutility ventures, but are also used to fund a portion of the Company’s dividends, and from time to
time may be reinvested in utility operations or ilsed.for corporate expenses.

The credit ratings of the senior unsecured debt of Utility Holdings and Indiana Gas, at December 31, 2007,
are A-/Baal as rated by Standard and Poor’s.Ratings Services (Standard and Poor’s) and Moody’s Investors
Service (Moody’s), respectively. The credit, ratings on SIGECO’s secured debt are A/A3. Utility Holdings’
commercial paper has a credit rating of A-2/P-2. The current outlook of both Moody’s and Standard and Poor’s is
stable. A security rating is not a recommendation to buy, sell, or hold securities. The rating is subject to revision
or withdrawal at any time, and each rating should be evaluated independently of any other rating. Standard and
Poor’s and Moody’s lowest level investment grade rating is BBB- and Baa3, respectively.

The Company’s consolidated equity capitalization objective is 45-55 percent of long-term capitalization.
This objective may have varied, and will vary, depending on particular business opportunities, capital spending
requirements, execution of long-term financing plans and seasonal factors that affect the Company’s operations,
The Company’s equity component was 50 percent and 48 percent of long-term capitalization at December 31,
2007, and December 31, 2006, respectively. Long-term capitalization includes long-term debt, including current
maturities and debt subject to tender, as well as common shareholders” equity.

The Company expects the majority of its capital expenditures, investments, and debt security redemptions to
be provided by internally generated funds, However, due to increased levels of forecasted capital expenditures
and expected growth in nonutility operations, .the Company may require additional permanent financing. The
Company expects to settle an equity forward contract and plans to issue long-term debt within the next twelve
months as more fully described below, As of December 31, 2007, the Company was in compliance with all
financial covenants,
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Sources & Uses of Liquidity
Operating Cash Flow

The Company’s primary source of liquidity to fund working capital requirements has been cash generated
from operations, which totaled $298.1 million in 2007, compared to $310.2 million in 2006 and $268.4 million in
2005,

While net income increased substantially in 2007 compared to 2006, cash flow from operating activities
decreased $12.1 million. The decrease was primarily a result of changes in working capital accounts and lower
distributions from equity method investments compared to the prior year. Net income before non-cash charges of
$363.2 million increased $60.3 million, compared to $302.9 million in 2006. Working capital changes used cash
of $27.0 million in 2007 compared to cash generated of $16.6 million in 2006. Distributions from equity method
investments, which principally consist of dividends from ProLiance, were $20.8 million in 2007 compared to
$35.8 million in 2006. Distributions in 2006 include a $10.4 million special dividend from ProLiance. The
remaining decrease is primarily attributable to increased contributions to pension plans.

The $41.8 million increase in cash flow in 2006 compared to 2005 is primarily attributable to earnings
before noncash charges increasing $34.4 million year over year and the special ProLiance dividend. Earnings
before non-cash charges were impacted by $15.5 million in alternative minimum taxes in 2005.

'

Financing Cash Flow -

Although working capital requirements are generally funded by cash flow from operations, the Company
uses short-term borrowings to supplement working capital needs when accounts receivable balances are at their
highest and gas storage is refilled. Additionally, short-term borrowings are required for capital projects and
investments until they are financed on a long-term basis.

Cash flow required for financing activities reflects the impact of recently executed long-term financing,
increases in common stock dividends over the periods presented, and changes in short term borrowings. In 2007
financing activities were generally flat, with short-term and long-term debt proceeds and stock option proceeds
offsetting debt payments and dividends. In 2006, Utility Holdings issued $100 million of senior unsecured
securities and used those proceeds to retire higher coupon long-term debt. In 2005, Utility Holdings issued $150
million of senior unsecured securities and used those proceeds to retire higher coupon long-term debt and
refinance certain capital projects originally financed with short-term borrowings. In addition, Vectren Capital
issued $125 million in senior unsecured securities and used those proceeds to fund $38 million of maturing debt
and refinance certain capital projects originally financed with short-term borrowings. These transactions are more
fully described below. '

SIGECQO Pollution Control Bonds

On December 6, 2007, SIGECO closed on $17 million of auction rate tax-exempt long-term debt. The debt
has a life of 33 years, maturing on January 1, 2041. The initial interest rate was set at 4.50 percent but the rate
will be reset every 7 days through an auction process that began December 13, 2007. This new debt was
collateralized through the issuance of first mortgage bonds and the payment of interest and principal was insured
through Ambac., ‘

Utility Holdings 2006 Debt Issuance

In October 2006, Utility Holdings issned $100 million in 5.95 percent senior unsecured notes due October 1,
2036 (2036 Notes). The 30-year notes were priced at par. The 2036 Notes are guaranteed by Utility Holdings’
three public utilities: SIGECO, Indiana Gas, and VEDO. These guarantees are full and unconditional and joint
and several. These notes, as well as the timely payment of principal and interest, are insured by a financial
guaranty insurance policy by Financial Guaranty Insurance Company (FGIC),
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The 2036 Notes have no sinking fund requirements, and interest payments are due quarterly. The notes may
be called by Utility Holdings, in whole or in part, at any time on or after October 1, 2011, at 100 percent of
principal amount plus accrued interest. During the first and second quarters of 2006, Utility Holdings entered into
several interest rate hedges with a $100 million notional amount. Upon issuance of the notes, these instruments
were settled resulting in the payment of approximately $3.3 million, which was recorded as a Regulatory asset
pursuant to existing regulatory orders. The value paid is being amortized as an increase to interest expense over
the life of the issue maturing October 2036. '

The net proceeds from the sale of the 2036 Notes and settlement of the hedging arrangements totaled
approximately $92.8 million. These proceeds were used to repay most of the $100 million outstanding balance of
Utility Holdings™ 7.25 percent Senior Notes ongmally due October 15, 2031. These notes were redeemed on
October 19, 2006 at par plus accrued interest.

Utility Holdings 2005 Debt Issuance

In November 2005, Utility Holdings issued senior unsecured notes with an aggregate principal amount of
$150 million in two $75 million tranches. The first tranche was 10-year notes due December 2015, with an
interest rate of 5.45 percent priced at 99.799 percent to yield 5.47 percent to maturity (2015 Notes). The second
tranche was 30-year notes due December 2035 with an interest rate of 6.10 percent priced at 99.779 percent to
yield 6.11 percent to maturity (2035 Notes). ‘

The notes are guaranteed by Utility Hol&ings’ three public utilities: SIGECO, Indiana Gas, and VEDO.
These guarantees are full and unconditional and joint and several. The notes have no sinking fund requirements,
and interest payments are due semi-annually. The notes may be called by Utility Holdings, in whole or in part, at
any time for an amount equal to accrued and’unpaid interest, plus the greater of 100 percent of the principal
amount or the sum of the present values of the remaining scheduled payments of principal and interest,
discounted to the redemption date on a semi- annual basts at the Treasury Rate, as defined in the indenture, plus
20 basis points for the 2015 Notes and 25 basis’ points for the 2035 Notes.

In January and June 2005, Utility Holdings entered into forward starting interest rate swaps with a notional
value of $75 million, Upon issuance of the debt, the interest rate swaps were settled resulting in the receipt of
approximately $1.9 million in cash, which was recorded as & Regulatory liability pursuant to existing regulatory
orders. The value received is being amortized as a reduction of interest expense over the life of the issue
maturing December 2035, '

The net proceeds from the sale of the senior notes and settlement of related hedging arrangements
approximated $150 million and were used to repay short-term borrowings and to retire approximately $50
million of long-term debt with higher interest rates.

Vectren Capital Corp. 2003 Debt Issuance

On October 11, 2005, Vectren and Veétren Capital, entered into a private placement Note Purchase
Agreement (2005 Note Purchase Agreement) pursuant to which various institutional investors purchased the
following tranches of notes from Vectren Capital: (i) $25 million 4.99 percent Guaranteed Senior Notes, Series A
due 2010, (ii) $25 million 5.13 percent Guaranteed Senior Notes, Series B due 2012 and (iii) $75 million 5.31
percent Guaranteed Senior Notes, Series C due 2015. These Guaranteed Senior Notes are unconditionally
guaranteed by Vectren. The proceeds from this financing were received on December 15, 2005. This Note
Purchase Agreement contains customary representations, warranties and covenants, including a covenant to the
effect that the ratio of consolidated total debt to consolidated total capitalization will not exceed 75 percent.

On October 11, 2005, Vectren and Vectren Capital entered into First Amendments with respect to a Note
Purchase Agreement dated as of December 31, 2000 pursuant to which Vectren Capital issued to institutional
investors the following tranches of notes: (i} $38 million 7.67 percent Senior Notes due 2005, (i) $17.5 million
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7.83 percent Senior Notes due 2007, (iii) $22.5 million 7.98 percent Senior Notes due 2010 and (iv) a Note
Purchase Agreement, dated April 25, 1997, pursuant to which Vectren Capital issued to an institutional investor a
$35 million 7.43 percent Senior Note due 2012. The First Amendments (i) conform the covenants to those
contained in the 2005 Note Purchase Agreement, (i) eliminate a credit ratings trigger which would have afforded
noteholders the option to require prepayment if the ratings of Indiana Gas or SIGECO fell below a certain level,
(iii) replace a more limited support agreement with an unconditional guarantee by Vectren and (iv) provide for a
100 basis point increase in interest rates if the ratio of consolidated total debt to total capitalization exceeds 65
percent.

Long-Term Debr Put & Call Provisions

Certain long-term debt issues contain put and call provisions that can be exercised on various dates before
maturity. The put or call provisions are not triggered by specific events, but are based upon dates stated in the
note agreements, such as when notes are remarketed. During 2007, 2006 and 2005, no debt was put to the
Company. Debt that may be put to the Company within one year is classlﬁed as Long -term debt subject to tender
in current liabilities.

Utility Holdings and Indiana Gas Debt Calls

In 2006, the Company called at par approximately $100 million of Utility Holdings senior unsecured notes
originally due in 2031. In 2003, the Company called at par $49.9 million of Indiana Gas insured senior unsecured
notes originally due in 2030. The notes called in 2006 and 2005 had stated interest rates of 7. 25 percent and 7.45
percent respectlvely

Other Financing Transactions

At December 31, 2005, $53.7 million of SIGECO notes could be put to the Con’ipany in March of 2006, the
date of their next remarketing. In March of 2006, the notes were successfully remarketed, and are now classified
in Long-term debt. Prior to the remarketing, the notes had tax-exempt interest rates ranging from 4.75 percent to
5.00) percent. After the remarketing, interest rates are reset every seven days using an auction process.

As part of the integration of Miller into the Company s consolidated financing model, $24 million of
Miller's outstanding long-term debt was retired in the fourth quarter of 2006.

Other debt approximating $24 million in 2007 and $38 million in 2005 was retired as scheduled.

Investing Cash Flow

Cash flow required for investing activities was $303.0 million in 2007, $337.4_ million in 2006, and $239.6
millien in 2005. Capital expenditures are the primary component of investing activities and totaled $334.5
million in 2007, compared to $281.4 million in 2006 and $231.6 million in 2005. The years ended December 31,
2007 and 2006 include higher levels of expenditures for environmental compliance equipment, and 2007 was
also impacted by increased spending for electric transmission, a new gas line serving a Honda plant under
construction in the Vectren North service territory, and coal mine development.

Other investments in 2006 were principally impacted by the acquisition of Miller and advance coal mine
royalty payments. Investing cash flow in 2007:includes the receipt of $44.9 million in proceeds from the sale of
SIGECOM,

-+
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Available Sources of Liquidity
Short-term Borrowing Arrangements

At December 31, 2007, the Company has $780 million of short-term borrowing capacity, including $520
million for the Utility Group and $260 million for the wholly owned Nonutility Group and corporate operations,
of which approximately $134 million is available for the Utility Group operations and approximately $89 million
is available for the wholly owned Nonutility Group and corporate operations.

Common Stock Offering

In February 2007, the Company sold 4.6 million authorized but previously unissued shares of its common
stock to a group of underwriters in an SEC-registered primary offering at a price of $28.33 per share. The
transaction generated proceeds, net of underwriting discounts and commissions, of approximately $125.7 million,
The Company executed an equity forward sale agreement (equity forward) in connection with the offering, and
therefore, did not receive proceeds at the time of the equity offering. The equity forward allows the Company to
price an offering under market conditions existing at that time, and to better match the receipt of the offering
proceeds and the associated share difution with the implementation of regulatory initiatives, providing a return on
the new equity employed. The offering proceeds, when and if received, will be used to permanently finance
primarily electric utility capital expenditures,

In connection with the equity forward, an affiliate of one of the underwriters (the forward seller), at the
Company’s request, borrowed an equal number of shares of the Company’s common stock from institutional
stock lenders and sold those borrowed shares to the public in the primary offering. The Company will receive an
amount equal to the net proceeds from that sale, subject to certain adjustments defined in the equity forward,
upon full share settlement of the equity forward. Those adjustments defined in the equity forward include 1) daily
increases in the forward sale price based on a floating interest factor equal to the federal funds rate, less a
35 basis point fixed spread, and 2} structured quarterly decreases to the forward sale price that align with
expected Company dividend payments,

The Company may elect to seitle the equity forward in shares or in cash, except in specified circumstances
or events where the counterparty to the equity forward could force a share settlement. Examples of such events
include, but are not limited to, the Company making dividend payments greater than the structured quarterly
decreases identified in the equity forward or the Company repurchasing a number of its cutstanding common
shares over a specified threshold. If the Company elects 1o settle in shares, the maximum number of shares
deliverable by the Company is 4.6 million shares. If the Company elects to settle in cash, an affiliate of one of the
underwriters (the forward purchaser) would purchase shares in the market and return those shares to the stock
lenders. The Company will either owe or be owed funds depending upen the Company’s average share price
during the “unwind period” defined in the equity forward in relation to the equity forward’s contracted price.
Generally, if the equity forward's contracted price is lower than the average share price during the “unwind
period”, then the Company would owe cash; and if the average share price during the “unwind period” is less
than the equity forward’s contracted price, the Company would receive cash. Proceeds received or paid when the
equity forward is settled will be recorded in Common Shareholders' Equity, even if settled in cash. The equity
forward must be settled prior to February 28, 2009.

The equity forward had an initial forward price of $27.34 per share, representing the public offering price of
$28.33 per share, net of underwriting discounts and commissions. Management therefore estimated the contract
had no initial fair value. If the equity forward had been settled by delivery of shares at December 31, 2007, the
Company would have received approximately $126.4 million based on a forward price of $27.47 for the
4.6 million shares. If the Company had elected to settle the equity forward in cash at December 31, 2007, the
Company estimates it would have paid approximately $3 million, assuming the price in the “unwind period”
approximates the trailing three month average of Vectren's stock price. The federal funds rate was 4,50 percent
at December 31, 2007. The Company currently anticipates settling the equity forward by delivering shares.
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New Share Issues

The Company may periodically issue new common shares to satisfy the dividend reinvestment plan, stock
option plan and other employee benefit plan requirements. New issuances added additional liquidity of $5.2
million in 2007,

Utility Holdings Debt Shelf Registration

Utility Holdings filed a shelf registration statement with the Securities and Exchange Commission for $300
million aggregate principal amount of unsecured senior notes in September 2007, which is anticipated to meet
Utility Holdings’ estimated debt financing requirements over the next 3 years. In October 2007 the SEC declared
the registration statement to be effective. When issued, the unsecured notes will be guaranteed by Utility
Holdings® three operating utility companies: SIGECO, Indiana Gas, and VEDO. These guarantees of Utility
Holdings’ debt will be full and unconditional and joint and several. In contemplation of a 2008 issuance, the.
Company executed forward starting interest rate swaps with a total notional amount of $80 million that expire in
2008.

Known & Potential Future Uses of Liquidity
Pension and Postretirement Funding Obligations

The Company believes making contributions to its qualified pension pians in the coming years will be
necessary. Management currently estimates that the qualified pension plans will require minimum Company
contributions of approximately $10 and $8 million in 2008 and 2009. During 2007, approximately $17 million in
contributions were made.

Planned Capital Expenditures & Investments

Planned capital expenditures and investments in nonutility unconsolidated affiliates, including contractual
purchase and investment commitments discussed below, for the five-year period 2008—2012 are estimated as
follows:

2008 2009 ' 2010 2011 2012
(In millions)

Utility Group .. ....ovvriii e PR $312.7 $2822 $2959 $228.8 $207.7
Nonutility Group ... coevrrin i e ciiiaaa e 122.2 550, 363 34.7 352
Total capital expenditures & investments ................ $434.9 $337.2 3$332.2 $263.5 $2429

H-80



Contractual Obligations

The following is a summary of contractual obligations at December 31, 2007:

Total 2008 2009 2010 2011 2012 Thereafter
(In millions)
Long-termdebt (1) .................. $102487 § — $—  $475 $2500 $ 600 $891.2
Short-termdebt ..................... 557.0 5570 — — - = —
Long-term debt interest commitments ... 406.5 75.1 751 75.0 70.7 53.7 56.9
Firm commodity purchase ' '

COMMItMENIS ... .. ..., 75.7 59.9 7.1 29 29 2.9 —
Plant purchase commitments (2) ........ - 40.6 36.6 4.0 — —_— - _
Operating leases .. ................... 15.1 5.6 4.0 30 1.2 0.6 0.7

Total (3} ... ... i $2,343.6 $734.2 $90.2 $1284 $324.8 §117.2 §948.8

(1) Certain long-term debt issues contain put and call provisions that can be exercised on various dates before
maturity. These provisions allow holders to put debt back to the Company at face value or the Company to
call debt at face value or at a premium. Long-term debt subject to tender during the years following 2007 (in
millions) is zero in 2008, $80.0 in 2009, $10.0 in 2010, $30.01in 2011, zero in 2012 and thereafter.

(2) The settlement period of these utility & nonutility plant obligations is estimated.

3) The Company has $6.2 million in unrecognized tax benefits for which the expected settlement date cannot
be estimated.

The Company’s regulated utilities have both firm and non-firm commitments to purchase natural gas and
electricity as well as certain transportation and storage rights. Costs arising from these commitments, while
significant, are pass-through costs, generally collected dollar-for-doltar from retail customers through regulator-
approved cost recovery mechanisms. Because of the pass through nature of these costs and their insignificant
impact to earnings, they have not been included in the listing of contractual obligations.

In February 2008, SIGECO began the process of providing notice to the current holders of approximately
$103 million of tax exempt auction rate mode long term debt that the Company will convert that debt from its
current auction rate mode into a daily interest rate mode during March 2008. The debt will be subject to
mandatory tender for purchase on the conversion date at 100 percent of the principal amount plus accrued
interest.

Off Balance Sheet Arrangements
Other Guarantees and Letters of Credit

In the normal course of business, Vectren issues guarantees to third parties on behalf of its unconsolidated
affiliates. Such guarantees allow those affiliates to execute transactions on more favorable terms than the affiliate
could obtain without such a guarantee. Guararitees may include posted letters of credit, leasing guarantees, and
performance guarantees, As of December 31, 2007, guarantees issued and outstanding on behalf of
unconsolidated affiliates approximated $3 million. The Company has accrued no liabilities for these guarantees
as they relate to guarantees issued among related parties.

In 2006, the Company issued a guarantee with an approximate $5.0 million maximum risk related to the
residual value of an operating lease that expires in 2011. As of December 31, 2007, Vectren Corporation has a
liability representing the fair value of that guarantee of less than $0.1 million. Liabilities accrued for, and activity
related to, product warranties are not significant. Through December 31, 2007, the Company has not been called
upon to satisfy any obligations pursuant to its guarantees. '

Ratings Triggers

None of Vectren's currently outstanding debt arrangements contain ratings triggers.

H-81




Forward-Looking Information

A “safe harbor” for forward-looking statements is provided by the Private Securities Litigation Reform Act
of 1995 (Reform Act of 1995). The Reform Act of 1995 was adopted to encourage such forward-looking
statements without the threat of litigation, provided those statements are identified as forward-looking and are
accompanied by meaningful cautionary statements identifying important factors that could cause the actual
results to differ materially from those projected in the statement. Certain matters described in Management's
Discussion and Analysis of Results of Operations and Financial Condition are forward-looking statements. Such
statements are based on_management's beliefs, as well as assumptions made by and information currently
available to management. When used in this filing, the words “believe”, “anticipate™, “endeavor”, “estimate”,
“expect”, “objective”, “projection”, “forecast”, “goal” and similar expressions are intended to identify
Jorward-looking statements. In addition to any assumptions and other factors referred to specifically in
connection with such forward-looking statements, factors that could cause the Company's actual results to differ
materially from those contemplated in any forward-looking statements inclide, among others, the following:

* Factors affecting utility operations such as unusual weather conditions; catastrophic weather-related
damage; unusual maintenance or repairs; unanticipated changes to fossil fuel costs; unanticipated
.changes to gas transportation and storage costs, . or availability due to higher demand, shortages,
transportation problems or other developments; environmental or pipeline incidents; transmission or
distribution incidents; unanticipated changes to electric energy supply costs, or availability due to
demand, shortages, transmission problems or other developments; or electric transmission or gas
pipeline system constraints.

* Increased competition in the energy industry, including the effects of industry restructuring and
unbundling.

* Regulatory factors such as unanticipated changes in rate-setting policies or procedures, recovery of
investments and costs made under traditional regulation, and the frequency and timing of rate increases.

* Financial, regulatory or accounting principles or policies imposed by the Financial Accounting
Standards Board; the Securities and Exchange Commission; the Federal Energy Regulatory Commission;
state public utility commissions; state entities which regulate electric and natural gas transmission and
distribution, natural gas gathering and processing, electric power supply; and similar entities with
regulatory oversight.

* Economic conditions including the effects of an economic downturn, mﬂarmn rates, commodity prices,
and monetary fluctuations.

» Increased natural gas commodity prices and the potential impact on customer consumption, uncollectible
accounts expense, unaccounted for gas and interest expense.

* Changing market conditions and a variety of other factors associated with physical energy and financial
trading activities including, but not limited to, price, basis, credit, liquidity, volatility, capacity, interest
rate, and warranty risks.

* The performance of projects undertaken by the Company’s nonutility businesses and the success of efforts
to invest in and develop new opportunities, including but not limited to, the realization of synfuel income
tax credits and the Company’s coal mining, gas marketing, and energy infrastructure strategies.

* Direct or indirect effects on the Company’'s business, financial condition, liquidity and results of
operations resulting from changes in credit ratings, changes in interest rates, and/or changes in market
perceptions of the utility industry and other energy-related industries.

* Employee or contractor workforce factors including changes in key executives, collective bargaining
agreements with union employees, aging workforce issues, ar work stoppages.

* Legal and regulatory delays and other obstacles associated with mergers, acquisitions and investmenis in
Joint ventures.

» Costs, fines, penalties and other effects of legal and administrative proceedings, sentlements,
investigations, claims, including, but not limited to, such matters involving compliance with state and
federal laws and interpretations of these laws.

* Changes in federal, state or local legtslanve requirements, such as changes in tax laws or rates,
environmental laws, including laws governing greenhouse gases, mandates of sources of renewable
energy, and other regulations.

The Company undertakes no obligation to publicly update or revise any forward-looking statements,
whether as a result of changes in actual results, changes in assumptions, or other factors affecting such
statements.
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QUALITATIVE AND QUANTITATIVE DISCLOSURES ABOUT MARKET RISK Lo

. N meo oty seaall e I v
. The Company is exposed:to.various business risks associatéd wnh commodlty pnces' interest rates, and
counter-party; credit: These financial exposures afe monitored and managed by the Company as an integral part of
its overall risk management program. The Company’s risk.management program includes, among other things,
the use of derivatives. The Company may also execute derivative contracts in the normal course of operations
while buying and selling commodities to be used in operations and optimizing its generation assetls;.
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+ The-Company_has in 'place a risk,management committee that, consists of senior management as well as
financial and operational management. The committee is acnvely involved in- identifying nsks ‘as well as

reviewing-and authorizing risk- mitigation strategres G a S S
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The Company's regulated operations have limited exposure to commodity }price ‘Fisk for trafisactions
involving purchases and sales of natural gas and electricity for the benefit of retail customers duc to current
Indiana and Ohio regulations, which subject to compliance with those regulations, allow for recovery of the cost
of such purchases through natural gas and fuel cost adjustment mechanisms. Constructive regulatory orders, such
as that authdrizing lost margin’ recovery and recovery of unaccounted for gas and othér gas related expenses also
mitigate the effect Volatile gas costs'may have on'ihe Company § financial condition.
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4 «Although'Véttrén's regulated operaficns’ are exposed to limited commodity price risk, volatile natural gas
prices have 0thér effécts such aé higher workmg 'cdpital requirements, higher intefest costs, and some level of
price-sensitivity in volumes- sold or delivered. The Company will manage these risks by executing derivative
contracts that hedge the price of forecasted natural gas purchases.. These contracts are subject to regulation which
allows for reasonable; and prudent hedgtng costs to be, recovered through rates. Therefore, SFAS 71 controls
when the offset to mark-to -market, accounting is recogmzed in earnings.,
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' Thre’ Company s?wlr;olesa]e"pc‘:wer marlzetm'g aclnv?ttes“mclude asset optlmrzauon strategtes that manage the
utilization of available clectric 'generatmg capac1ty These optimization strategies involve the sale of excess
generation into the MISO Day Ahead and Real-time markets. As part of these strategies,-the Company may also
execute energy contracts thdt comm1t the Company to purchase and sefl electrrcrty in the future Commaodity
pnce risk results from forward posmons that comrmt the Company 10 dehver eleetrtcrty The Company mitigates
prlce risk exposure wrth pltmned unutthzed generatton capab1lrty and offsettmg forward purchase contracts. 'I'he
Company accounts for asset opttmlzatton contraet.s that are dertvauves at fair va]ue w1th the offset marked to
market through earnmgs No market sensmve denvanve positions were outstandmg on December 31, 2007 and

2006.
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Other Operations

+

FZLI: EFRE (LR § HYRN | At
Other eommodrty reldted operanpns’are exposed to commodny price nsk assocrated with ﬂuctuatmg

commodtty‘ pnces mcludmg electrlcrty, natural gals and “coal. Other cornmodrty related operanons include
regulated sales of e]ectncrty to certain rnumcrpallt{es nonunhty retail gas marketmg, and coal mmmg operations.
Open posmons m 'terms of pnce, volume and specrﬁed dehvery pomts may occur and are managed usmg
mcthods descrrbed below wrth frequent management reportmg .
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The Company purchases and sells eommodmes mcludmg electncrty. natural gas and coal to meet customer
demands and operational needs. The Company executes forward contracts and occasronally optron contracts that
commit the Company to purchase and sell commodities in the future. Price risk from forward positions obligating
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primary business as defined by SIC, utility assets, nonutility activities and market capitalization. The specific
criteria are provided in the Compensation Discussion and Analysis section under the caption “Long-term

.

Incermve Compensauon which can be found on.page 28.. . K o :
v . i . L o v

The following 30 companies comprise the Peer Group: AGL Resources, ALLETE, Alliant Energy, Atmos
Energy, Avista, CenterPoint Energy; CH Energy Group, Empire District Electric, Epergy East, Integrys Energy,
Laclede Group, New Jersey Resources, Nicor, NiSource, Northeast Utilities, Northwest Natura] Gas, NSTAR,
Pepco Holdings, Piedmont Natural Gas, PNM Resources, Puget Energy,- SCANA Sierra Pacific Resources,
South Jersey lnduslnes Southwest Gas, TECO Energy, UmSource Energy, Vectren WGL Holdings and
Wisconsin Energy. ’
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QUALITATIVE AND QUANT]TATIVE DISCLOSURES ABOUT MARKET RISK
. e
. The Company is expOSed to .various business risks assocrated wnh commodity prices, irfterest rates, and
counter-party credit. These financial exposures are monitored and managed by the Company as an integral part of
l its overall risk management program. The Company’s risk.management program includes, among other things,
l the use of derivatives. The Company may also execute derivative contracts in the normal course of operations
while buying and selling commodities to be used in operations and optimizing its generation assets.

The Company has in‘place a risk,management committee that, consists of senior management as well as
financial and operational management. The committee .is actively involved in ldenufymg risks as well as
reviewing.and authorizing risk mitigation strategies.
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Commodlty Prlce Risk
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Regulated Operations . ; .. T L ) - -
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The Company's regulated operations have limited exposure to commodity *price risk for transactions
involving purchases and sales of natural gas and eleciricity for ihe benefit of retail customers due to current
Indiana and Ohio regulations, which subject to compliance with those regulations, allow for recovery of the cost
of such purchases through natural gas and fuel cost adjustment mechanisms. Constructive regulatory orders, such
as that authérizing fost margm recovery and’ recovery of-unaccounted for gas and othét gas related expenses also
mitigate the efféct Volatile gas costs may have on lhe Company’s financial condmon
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Although Véctrén's regulated operatlons are exposed to limited commeodity price risk, volatilte naturai gac
prices have othér effécls such as higher working capital requirements, higher interest costs, and some level of
price-sensitivity in volumes sold or delivered. The Company will manage these risks by executing derivativé
contracts that hedge the price,of forecasted natural gas, purchases. These contracts are subject to reguiation which
allows for reasonable,and prudeni hedging costs to be, recovered through rates. Therefore, SFAS 71 controls
when the offset to mark-tg-market accounting is recognized in earnings..
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The Company s wholesale power marketmg activities Include asset opumlzauon strategres that manage the
utilization of available electric generating capacity. These optimization strategies involve the sale of excess
geperation into the MISO Day Ahead and Real-time markets. As part of these strategies, the Company may also
execute energy, contracts that commlt the Company to purchase and sell elecmcuy in the future. Commodity
pnce risk results from forward posmons 'that commrt thie Company to deliver elecIncrty The Company mitigates
price risk exposure with planned ununlized generauon jcapability and offsetting, forward purchase contracts. The
Company accounts for asset optlmlzauon conLracLs that are denvauves at fair value with the offset marked to
market through earnmgs No market sensmve der:vatlve positions were outstandlng on December 31, 2007 and
2006.
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Other Operations
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Other commoduy _related operauons are expo'sed to cornmodny pnce nsk associated with fluctuating

commodity pnces,mcludmg e]ec[rlcny, natural gas, and coal. Other commod1ty related operations include
regulaled sales of eleclncny 10 certain mumt:]p'laln}es $nonuulny retail gas marketmg, and coal mmmg operations.
Open ' posmons m terms of pnce volume and specrﬁed delwery points may occur and are managed usmg
methods descnbed below w:th frequent managcment repomng

e
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The Company purchase‘; dnd 'sells commodmes mcludmg electnc:ty, natural gas, and coal o meet cuslomer
demands and operational needs. The Company executes forward contracts and occasmnally opnon contracts that
commit the Company to purchase and sell commodities in the future. Price risk from forward positions obligating
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MARKET FOR COMPANY’S COMMON EQUITY, AND RELATED STOCKHOLDER MATTERS
: ' Market Data, Dividends Paid, and Holders of Record

The Company’s common stock trades on the New York Stock Exchange under the symbol “VVC.” For each
quarter in 2007 and 2006, the high and low sales prices for the Company’s common stock as reported on the New
York Stock Exchange and dividends paid are presented below. . -

 Cash Common Stock Price Range
Dividend High Low
2007 ‘ .
FirstQuarter ... ..........c.ooiirieiiin. e $0.315 $28.80 $27.32
Second Quarter ... ... e N i 0.315 3006 ., 2642
Third Quarter . . . ... ... i i i e e e it i 0.315 28:50 24.85 -
FourthQuarter ......... ... ... ... ... ... A e 0.325 -+ 3050 . 26.51
2006 _ , ) .
First Quarter .......... e e, e $0.305 $28.00 .. $25.60
Second QUAMET ... ... ... e e 0305 .. .27.52 2524
Third Quarter . .. . .. e i e 0.305 2842 . - 26.00
Fourth Quarter ..., ...... A e e e e 0.315 :29.25 . 26.67

On January 30, 2008, the board of directors declared a dividend of $0.325 per share, payable on March 3,
2008, to common shareholders of record on February 15, 2008. .
i s " . .
As of January 31, 2008, there were 10,234 shareholders of record of the Company’s common stock.

Dividend Policy "

L . 1

Common stock dividends are payable at the discretion of the board of directors, out of legally available
funds. The Company’s policy is to distribute approximately 65 percent of earnings over time. On an annual basis,
this percentage has varied and could continue to vary due to short-term earnings volatility, The Company has
increased its dividend for 48 consecutive years. While the Company is under no contractual obligation to do so, it
intends to continue to pay dividends and increase its annwval dividend consistent with historical practice.
Nevertheless, should the Company’s financial condition, operating results, capital requirements, or other relevant
factors change, future payments of dividends. and the amounts of these dividends, will be reassessed.

Certain lending arrangements contain restrictive covenants, including the maintenance of a total debt to total

capitalization ratio, which could limit the Company’s ability to pay dividends. These restrictive covenants are not
expected to affect the Company’s ability to pay dividends in the near term.
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QUALITATIVE AND QUANTITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to various business risks associated with commodity prices, interest rates, and
counter-party credit. These financial exposures are monitored and managed by the Company as an integral part of
its overall risk management program. The Company’s risk management program includes, among other things,
the use of derivatives. The Company may also execute derivative contracts in the normal course of operations
while buying and selling commuodities to be used in operations and optimizing its generation assets,

The Company has in place a risk. management committee that consists of senior management as well as
financial and operational management. The committee is actively involved in identifying risks as well as
reviewing and authorizing risk mitigation strategies.

Coimmodity Price Risk
Regulated Operations

The Company’s regulated operations have limited exposure to commodity price risk for transactions
involving purchases and sales of natural gas and electricity for the benefit of retail customers due to current
Indiana and Ohio regulations, which subject to compliance with those regulations, allow for recovery of the cost
of such purchases through natural gas and fuel cost adjustment mechanisms, Constructive regulatory orders, such
as that autharizing lost margin recovery and recovery of unaccounted for gas and other gas related expenses, also
mitigate the effect volatile gas costs may have on the Company’s financial condition.

'Althoﬁgh Vectren's regulated operations are exposed to limited commaodity price risk, volatile natural gas
prices have other effécts such as higher working capital requirements, higher interest costs, and some level of
price-sensitivity in volumes sold or delivered. The Company will manage these risks by executing derivative
contracts that hedge the price of forecasted natural gas purchases. These contracts are subject to regulation which
allows for reasonable and prudent hedging costs to be recovered through rates. Therefore, SFAS 71 conirols
when the offset to mark-tg-market accounting is recognized in earnings.

Wholesale Power Marketmg

The Company s wholesale power marketmg acnvmes include assel optimization strategies that manage the
utilization of available electric generating capacity. These optimization strategies involve the sale of excess
generation into the MISO Day Ahead and Real-time markets. As part of these strategies, the Company may also
execute energy contracts that commit the Company to purchase and seli electricity in the future. Commodity
price risk results from forward positions that commit the Company to deliver electricity. The Company mitigates
price risk exposure with pianned unutilized generation capability and offsetting forward purchase contracts. The
Company accounts for asset'optimizatlion‘conlraclls_ that are derivatives at fair value with the offset marked to
market through earnings. No market sensitive derivative positions were outstanding on December 31, 2007 and
2006.

Other Operations

Other commodity refated operation-'; are é;'('posed to commodity price risk associated with fluctuating
commodity prices including electnc:lty natural gas, and coal. Other commodity-related operauons include
regulated sales of electricity to certain municipalities, nonutility retail gas marketing, and coal mining operations.
Open positions in terms of price, volume, and specified delivery points may occur and are managed using
methods described below with frequent management reporting.

The Company purchases and sells commodities, including electricity, natural gas, and coal to meet customer

demands and operational needs. The Company executes forward contracts and occasionally option contracts that
commit the Company 1o purchase and sell commodities in the future. Price risk from forward positions obligating
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the Company to deliver commodities is mitigated using stored inventory, generating capability, and offsetting
forward purchase contracts. Price risk also resuits from forward contracts obligating the Company to purchase
commodities to fulfill forecasted nonregulated sales of natural gas and coal that may or may not occur. With the
exception of a small portion of contracts that are derivatives that qualify as hedges of forecasted transactions
under SFAS 133, these contracts are expected to be settled by physical receipt or delivery of the commodity.

Unconsolidated Affiliate

ProLiance, a nonregulated energy marketing affiliate, engages in energy hedging activities to manage
pricing decisions, minimize the risk of price volatility, and minimize price risk exposure in the energy markets.
ProLiance's market exposure arises from storage inventory, imbalances, and fixed-price forward purchase and
sale contracts, which are entered into to support its operating activities. Currently, ProLiance buys and sells
physical commodities and utilizes financial instruments to hedge its market exposure. However, net open
positions in terms of price, volume and specified delivery point do occur. ProLiance manages open positions with
policies which limit its exposure to market risk and require reporting potential financial exposure to its
management and its members,

Interest Rate Risk

The Company is exposed to interest rate risk associated with its borrowing arrangements. Its risk
management program seeks to reduce the potentially adverse effects that market volatility may have on interest
expense. The Company manages this risk by allowing an annual average of 20 percent and 30 percent of its total
debt to be exposed to variable rate volatility. However, this targeted range may be exceeded during the seasonal
increases in short-term borrowing. To manage this exposure, the Company may use derivative financial
instruments.

Market risk is estimated as the potential impact resulting from fluctuations in interest rates on adjustable
rate borrowing arrangements exposed to short-term interest rate volatility. During 2007 and 2006, the weighted
average combined borrowings under these arrangements approximated $495 million and $342 million,
respectively. At December 31, 2007 and 2006, combined borrowings under these arrangements were $660.1
million and $550.9 million, respectively. Based upon average borrowing rates under these facilities during the
years ended December 31, 2007 and 2006, an increase of 100 basis points (one percentage point) in the rates
would have increased interest expense by $4.9 million and $3.4 million, respectively.

At December 31, 2007, SIGECO has approximately $103 million of tax-exempt adjustable rate long-term
debt where the interest rates on this debt are reset every seven days through an auction process. Throughcut
2007, the weighted average interest rate associated with this debt was 4.15 percent. If these auctions were to fail,
interest rates would reset to the maximum rates permitted under the various debt indentures of 10 percent to 15
percent for the following week. On a weekly basis, interest expense using these maximum rates would be
approximately $200,000 higher than the average weekly interest expense based on rates experienced during
2007. No SIGECQO auctions failed during 2007 nor have they during the period since Vectren was formed in
2000,

However, in February 2008, significant disruptions occusred in the overall auction rate debt markets, As a
result, many auctions of tax exempt debt, including some of those involving SIGECO’s auction rate debt, failed
as a result of insufficient order interest from potential investors. These failures are largely attributable to a lack of
liquidity in the market place arising from downgrades in, and negative watches regarding, credit ratings of
monoline insurers that guarantee the timely repayment of bond principal and interest if an issuer defaults as well
as from disruptions in the overall financial markets., Monoline insurer Ambac Assurance Corporation insures the
Company’s auction rate long-term debt. As a result of these failed auctions, the Company has experienced, and
may continue to experience, increased interest costs.
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Subject to applicable notice provisions, SIGECO may, at its option, redeem this auction rate debt at par
value plus the accrued and unpaid interest or elect to utilize other interest rate modes available to it as defined in
the various debt indentures. SIGECO is in the process of providing notice to current holders of this debt that it
will be converted from the auction rate mode into a daily interest rate mode during March 2008 and the debt will
be subject to mandatory tender for purchase on the conversion date a¢ 100 percent of the principal amount plus
accrued interest. Following conversion to the daily mode, SIGECO maintains its options to again convert the
debt to other interest rate modes and remarket it to investors or redeem the debt and reissue new debt, including
the possibility of replacing it with taxable debt from Utility Holdings.

Other Risks

By using forward purchase contracts and derivative financial instruments to manage risk, the Company, as
well as ProLiance, exposes itself to counter-party credit risk and market risk. The Company manages exposure to
counter-party credit risk by entering into contracts with companies that can be reasonably expected to fully
perform under the terms of the contract. Counter-party credit risk is monitored regularly and positions are
adjusted appropriately to manage risk. Further, tools such as netting arrangements and requests for collateral are
also used to manage credit risk. Market risk is the adverse effect on the value of a financial instrument that
results from a change in commodity prices or interest rates. The Company attempts to manage exposure (o
market risk associated with commodity contraéts ‘and interest rates by establishing parameters and monitoring
those parameters that limit the types and degree of market risk that may be undertaken.

The Company’s customer receivables from gas and electric sales and gas transportation services are
primarily derived from a diversified base of residential, commercial, and industrial customers located in Indiana
and west central Ghio. The Company manages credit risk associated with its receivables by continually
reviewing creditworthiness and requests cash deposits or refunds cash deposits based on that review. Credit risk
associated with certain investments is also managed by a review of creditworthiness and receipt of collateral. In
addition, credit risk is mitigated by regulatory orders that allow recovery of all bad debt expense in Qhio and the
gas cost portion of bad debt éxpense in Indiana. '
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MARKET FOR COMPANY’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
Market Data, Dividends Paid, and Holders of Record

The Company’s common stock trades on the New York Stock Exchange under the symbol “VVC.” For each
quarter in 2007 and 2006, the high and low sales prices for the Company’s common stock as reported on the New
York Stock Exchange and dividends paid are presented below.

Cash Common Stock Price Range
Dividend High Low

2007

First Quarter .. ... ... .ot i i i $0.315 $28.80 $27.32

Second Quarter . ... ... e 0.315 30.06 26.42

Third Quarter . ... ... i e e 0.315 28.50 24,85

Fourth Quarter .. .. ... . i i e e e 0.325 30.50 26.51
2006

First QUarter .. .. ...t i $0.305 $28.00 $25.60

Second Quarter ....... .ottt 0.305 27.52 25.24

Third Uarter . . .o oo e e 0.305 28.42 26.00

Fourth Quarter . ... ... .. . i i i e 0.313 29.25 26.67

On January 30, 2008, the board of directors declared a dividend of $0.325 per share, payable on March 3,
2008, to common shareholders of record on February 15, 2008.

v

As of January 31, 2008, there were 10,234 shareholders of record of the Company’s commen stock.

Dividend Policy

Common stock dividends are payable at the discretion of the board of directors, out of legally available
funds. The Company’s policy is to distribute approximately 65 percent of earnings over time. On an annual basis,
this percentage has varied and could continue to vary due to short-term earnings volatility. The Company has
increased its dividend for 48 consecutive years. While the Company is under no contractual obligation to do so, it
intends to continue to pay dividends and increase its annual dividend consistent with historical practice.
Nevertheless, should the Company’s financial condition, operating results, capital requirements, or other relevant
factors change, future payments of dividends, and the amounts of these dividends, will be reassessed.

Certain lending arrangements contain restrictive covenants, including the maintenance of a total debt to total

capitalization ratio, which could limit the Company’s ability to pay dividends. These restrictive covenanis are not
expected to affect the Company’s ability to pay dividends in the near term,
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Performance Graph

The following Performance Graph compares the five-year total return to shareholders of the Company with
that of the S&P 500 Composite Index, the S&P Utilities Index and the Vectren Peer Group Index (““Peer Group™).

COMPARISON OF 5-YEAR WEIGHTED CUMULATIVE TOTAL RETURN*
AMONG VECTREN CORPORATION, THE S&P 500 INDEX,
THE S&P UTILITIES INDEX AND THE VECTREN PEER GROUP
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—&=\actren ,‘ —ir—S&P 500 —&—S5P Litilities =—&—Vactren Peer Group
- $100 irvested on 1203102 in stock of index, inchuding reinvesiment of dividends and fiscal year ending December 31.
12/02 12/03 12/04 12/05 12/06 12107
VeCren ... ..o i e 100.00 112,62 12824 135.76 14793 158,67
S&PS500 .. 100.00 128.68 14269 14970 173.34 182.37
S&PUtilities . ......... .. ... e 100,00 126.26 15691 183.34 221.82 264.81
Peer Group .. ... v e 100,00 12006 136.58 14478 177.44 181.83

Beginning with the performance graph for this year, the Company has elected to replace the S&P Utilities
Index with the self-constructed peer group that has been approved by the Compensation and Benefits Commitiee
to measure the performance of the 2008 long-term incentive compensation grant. As required by SEC rules
governing the preparation of the Performance Graph, the total return to shareholders for both is provided above
in this transition year. The Company chose to make the transition to the Peer Group to provide a more
appropriate comparison of the Company’s total return performance to that of utility companies with similar size
and scope.

The companies selected to be in the Peer Group are the result of pre-established objective criteria and were

reviewed and approved by the Compensation and Benefits Committee on February 13, 2008. Companies that
qualify for inclusion in the Peer Group, include US domiciled companies that meet certain criteria involving
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primary business as defined by SIC, utility assets, nonutility activities and market capitalization. The specific
criteria are provided in the Compensation Discussion alnd Analysis section under the caption “Long-term
Incentive Compensation,” which can be found on page 28.

The following 30 companies comprise the Peer Group: AGL Resources, ALLETE, Alliant Energy, Atmos
Energy, Avista, CenterPoint Energy, CH Energy Group, Empire District Electric, Energy East, Integrys Energy,
Laclede Group, New Jersey Resources, Nicor, NiSource, Northeast Utilities, Northwest Natural Gas, NSTAR,
Pepco Holdings, Piedmont Natural Gas, PNM Resources, Puget Energy, SCANA, Sierra Pacific Resources,
South Jersey Industries, Southwest Gas, TECO Energy, UniSource Energy, Vectren, WGL Holdings and
Wisconsin Energy.
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Shareholder Information

Corporate Headquarters
One Vectren Square
Evansville, [N 47708

Tel: (812} 491-4000

Web: www.vectren.com

You may call Vectren Shareholder Relations at
(812) 491-4190 or (800) 227-8625.

Transfer Agent and Registrar

National City Bank serves as the transfer agent and registrar for Vectren
Corporation and can help with a variety of stock-related matters,
inchuding name and address changes, transfer of stock ownership, lost
certificates, dividend payments and reinvestment, and Form 1099s.

Inquiries may be directed to:

Vectren Corporation

cfo National City Bank
Corporate Trust Operations
P.O. Box 92301

Cleveland, OH 44193-0900
Tel: (800} 622-6757

E-mail: shareholder.inquiries@nationalcity.com

Shareholders of record also can access records and request information

online au: www.vectren.com or www.nationalcitystocktransfer.com.

Dividends

Cash dividends of Vectren Corporation common stock are considered
quarterly by the board of directors for payment on the first business day of
March, June, September and December of each year. Vectren Corporation
and its predecessors have increased dividends annually

for 48 consecutive vears,

Dividend Reinvestment Plan

Registered shareholders of Vectren Corporation can reinvest dividends
and purchase additional Vectren stock without having to pay brokerage
commissions or service charges through Vectren's Automatic Dividend

Reinvestment and Stock Purchase Plan.

To participate in the plan, investors must make their initial purchase
through a brokerage firm, requesting that the shares be registered in the
investor’s name, New shareholders of record will automatically receive a
prospectus and enrollment card from Vectren’s Transfer Agent, National
City Bank.

Annual Meeting

The annual meeting of shareholders of Vectren Corporation will be
held at 10 a.m. (Central Daylight Time), Wednesday, May 14, 2008,
a1 Vectren's corporate headquarters located at One Vectren Square in
Evansville, Indiana. Shareholders of record as of the close of business

on March 12, 2008, will be eligible to vote at the meeting.

Communications to Non-Employee Directors
Shareholders and other parties interested in communicating directly with
the Lead Director, Chair of the Audit Committee or with any of the

non-employee directors as a group may do so by writing to:

Lead Director; Chair, Audit Committee;
or Non-Employee Directors

Vectren Corporation

PO. Box 3144

Evansville, IN 47731-3144

Investor Reiations
Institutional investors and securities analysts should direct

inquiries to:

Steven M. Schein

Vice President, Investor Relations
Tel: (812) 491-4209

E-mail: sschein@vectren.com

Archives and e-mail alerts of Vectren’s press releases, annual reports,

proxy statements, SEC filings and analyst presentations are made available
on the company’s Web site: www.vectren.com. Vectren’s annual report on
Form 10-K to the Securities and Exchange Commission may be obtained
by shareholders without charge by writing to [nvestor Relations at the
corporate address, e-mail: vvecir@vectren.com or by calling (800) 227-8625.

— Wi irah ey Bitlrtty
7 VECTREN ==

e e

bt Gupiemss S WL & MM
Mty gy Mottt = oo e, @eint ot
i sty . i s iy s
oot we s e

ansewation N

‘ e e e e P el

]

TmEE g

In today's digital age, providing easy access to investor informa-
tion has become a mainstrearn function of corporate Web sites,
Vectren.com integrates a number of resources to give investors

the ability to satisfy their varied informational needs.
Among other features, Vectren.com offers:

« Access to registered shareholder accounts
« Investor webcasts and presentations
« A calendar of upcoming events

+ Historical documents and investment tools
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